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T~ PREVISE = TOTAL POLTICY AIMS OF THW SOVIET BLOC

Tt is frequently agreed, in assessing ths "political® aspect of
Soviet Bloc pawer and. policy, that the ultimate end of Communist poliey
is world domination and the deustruction of non-Soviet éocietyo In ordsr
to achieve this objective the Communists resort to both direet and in-
direct aggression. Thess facts musi be borne in miﬁd when interpreting
‘any aspacts of the total Soviet policy. The Joviet Union i8 engaged in |
direct and indireet aggression in the sense of calculated, unprovoked
attack in the economic as well as the other fields.

The Soviet world has tried; somewhat successfully, to convincs the
Free %orid that trade and "total politics" ars entirely separate matters,
and they would 1ike to convince the Vest that Soviet Blos economic poli~
cies and aims are éomplet.ely traditional and in lins with those of the
hest (exeluding; of course, United States diserimination) even though
serious basic military and "political" conflicts are mgingQ Although
they try to propagate this divisbility of ‘poliéy, the Comrunists ast and
formulate their own volicy on the contrary assumption that econemic,
military, sand psychological policles are merely aapeéw of unified total
policy geared to conaiatent total objeciives.

These ars the undex'lying premises of this paper, which is an attempt
to outline the strategy and tactics which the USSR and the Soviet 8los

_countries ntilise in the field of international trude. The strategy

o ATy

* _Seé Appendix A - The “oviet Propaganda lLine on Trade.
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per"tainsl to fundamental policy, thc neture of that policy and its
objectivas, while the tactics zre the opsrations and operational patterms
through which the strategy is developad,, The taztics may very markedly
and even appear self-contrédictory at times but they are verceived as
congistent in relation %o the ovar-=all stratepy amd .nltimate gouls.
Communist prineiples arc at variance with those governing Fres lorid
trade polieiss and c’on_stitu‘aeg‘ in effdect, 2 typez of economic warfare
which places the West at a serious disudvantage wnleas recognized as

such and effectively counterad,
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. IT, NATURE OF SOVIET-TYPE STATE AND
ECONQITY AND THE OBJICTIVES GOV

To inderstend fully the natt:z-; of Soviet Hloc trede poliey it is

neoepsary to keep in mind the noturc of the Joviet BEloo economies and

the totaliterian gystem of which they are a part. Briefly, the USSR

and the Soviet Hloo sutollitee sre planned, or centrally comtrolled, |

economies and agrrossive totrlitarion states, They £ll are, or are
‘becondng, ‘sontinuous "war econcnles”, modified only by the necessity

of meting minimm requirements of internal eonmmption. By contrast,

the Weatem nations are "econsmption econcmies?, modified only by the

necessity 'of meeting minimm requirements for dofense. Inberent in

the Soviet system is the power to maximize (within the fremewark of

ite goale) the exploitation of human and other resources, By the means

of a permanently imposed susterity, the govermment commende a sizeable
."mrplns" product for direct pursuit of its policles at hane and abroad.

Thie is signifioant booouse the resourdes thus at the direct comand of

the government constitute a considerchly greatsr share of the national

product than those aveilahle to govermments of the "eonmmption econcmies’

of the West., This soecalled “surplt;B“ product is allocated for development

of the incdustrisl-wer potentiasl of. the Soviet areas and finsnoing the “cold

var of indirect azgrescion or, as in the cezse of Koreﬁ, direct azgression

alxoad, ' .

The trade policiés of the Soviet Hlos countries are completely state-

determined policies with the dual objecﬁives of's ~ (a) developing as rapidly

. as feasitle the economic independence of the Soviet Hlos from pon-Elos
' SECRET - SECURITY INFGRMATION |
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. economdos, and (b) disrupiing end obstruoting Free World efforts toward

econcmic recovery, dovelopment, ond ceonomic erd military defense (EGA,
security trade controls, NATO, ete.)
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IIT. ECONOMIC WARFAY
Soviet Hloe policiss and praot:loea consititute a type of economi@

warfere., This thesis arises from the noture of the Soviet objective of
dinupting'thevﬂeetezl'n economlies and the nature of the taotlies employed.
The dootrines and developments of the past ecntury havs mo'e it impoesi-
ble to confine our concept of wrrfore Yo a situction Involving o declaraa
-tion of hostilities or the deployment of militery foreaes in combet or
blockade operstions. Warfars of the twentioth century is a relative
term to desoribe o range of conflict. This conflict is carried on by
11legal as well as legal activities, with the purposs of weekening o
destroying a selected opponent, snd may or mey not extend to open uee
of military fmeo. Tt is judged herein that a nation which conducts all
foreign trade through government charnnels with a definite policy of olre
ounventing and m@eMg the lows and regulations of its trading partoers,
© with e policy in vhich si;rc:-tegic considerations are primary, and vith
tactics which include price mamipuwlation and finsncial presmree 0 obtein
1ts objeotives of economie "indopendence® and the de struction of foreign
economies - mst be described as being engaged in a2 form of economie wer-
fare,

The enaslysis of Soviet Bloo pclicles and tactles developed in this
‘peper hae led %o the conolusion thet this is the poliey of the Soviet Hloo
and type of cnonomic warfere in which the Bloc is ongeged.

Whether, for v'zrioua troticc? and di lumat*c reasons, we deslre to
label this eltuction s0 bluntly in discussions witk our more implicated
and eautious allies is another quection. In eny event, it is impefative
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to rewéniu the nature of the situation frankly in the formmlation and
'apmieal of our ovn.ggonomia defenss policles. | v
Aéoeptanoe of the fac: ‘sf Soviet economle warfere does not mean that
the enly answer is declarction of economio hostilities with full scals
embargoee, ste. ,‘ leacding to a situatlion of no retreat, Om the vcon‘h-ary,
~ the recognition by the Free World of ths nature of Soviet economic activi-
ties is, in itself, an essential and significant step in its defenes, With~
out this recognition and unders .anding, defense becomes at best an ineffective
84 hog reaction to the dynamies of Soviet aotivity. It bas been repeatedly
shovn thet 111} the cconomio fleld, as well as in other areas of conflict,
tho Sﬁet Bloo beecomee Increasingly agiressive mrimarily vhen its oppoments
consider themselves and cct as if the.y\ vare in e relatively weaker or less
coordinated condition then the Soviet Hlos, The Free World, as a whole,
has for greater aotual, as well as potential, ecconomie superiority. How-
ever, the countrios of the Free World, acting individually in relstiwe
1golotion fram each other, have bocoms prey to the coordinated economi
manosuvree of the Soviet Blos. Soviet H.oo warfare in the aconomié field
'is ae far advenced as in the militery, partially because the Free World
is far ieqs coordincted and conscious of danger in this field of conflict.
Possibilities for Western action in strengthoning its position are
disoussed in another paper? However, it con be noted here thot the primry
neoceeslity is t0 recognize th:t the Freo World needs two specifically dif-
ferent foreign economic policies. The fundamental United State policy of
promoting free enterprise, ':reg_{_ trade end a minimm of restrictions is

- T VT

*Western Coordination in Trade with the Soviet Floe

i
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aeppliccble only in dealin~es within the‘ Free VWorld, An entizfely different
policy is required for the othor half of the diviced world. Relotion~
silip_s vig-a=~vig the .Soviet Bloe must be developed es an effective counter
to & olearly defined policy of econcmie warfare and not merely op the
besis of ad Loe expeptions to and mitigctione of the Fréé World policy.

Our economic cold wer policy must be ns postively conceived and -
intentionally plamed as our Free World economle policy. While the objec-
tives of the .Frec World econcmie poliey are promotion of commeroisl goels,
the strengtheniny ond develorment of the Free World, the objectives of the
econcmie cold war policy must be to weaken the Soviet Bloc econcny: rela-
tive to the Wostern world and to wrest from it the initiative and udvan-
taze in the trading relotions. At the hecrbof thls economic offensive
mist 1ie a coordination of Western economic policiles, just es the develop-
ment of internctional agrecment and reciprocal cooperation underlies the
eﬁ:pansion' of Free World trede.

SECRET o JF
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Most of the fzots contoined in thie peper are not new, however,
they have previocusly been +iven little attontion in the formilation of
Western foreign policy. ‘i‘his was either because they have been availshle
only in _tj‘ré.gnentarys unrelcted form, or because In tho press of operational
aotivity they have been only partially analyzed or have been viewed on the
misleading nscumption that Soviet economie policies are puided Yy the same
commereial primeiples which prevail in the tracing sctivities among the
Free World ﬁationao _

This paper is composed primarily of en outline of stotements which,
taken together, constitute a deseription of the nature of Soviet Hloo
trade policy and strategy aﬁd the pettern of operations and tactics.
Although the Soviet Bloc policios described have general applicability
to economic rel: tions in 8ll part of the Free World, the prriicular
focus and the examples pertoin primerily to trcde between Western Europs
and the European Soviet Bloe, conducted for the most mrt through & system
of bilateral trede poctsa.t

With reference to each point in the outline stetement; instances
ore cited or quotations given from the experience of the st few yesrs
to support the statement, It wns necessery to confine disoussion to the

%For description of ths ncture of these agreements and the general mechanism
of Eost-West trade see OIR 5164, EasteWest Trade and Trade Agresmente,
DRS«DR-9, East-West Trade -~ Its Nature and Mec sng and Appendix C of
this paper which contcins excerpts from DRS-DR-9.
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| period 1949-1952, but the policles and praetices desoribed in many of
the inetanses antedete that period.
Many of the points which aré msde will seem axiomstie to those
fqmiliar with Soviet economie theory and practice as well as general
. traditional econonies. IHowsver, supporting cameﬁt secms pertinent in
_ mbe'b cases, bocause ﬁa thoee femilier only with Free VWorld trading prac-
tices and policics thn most axlometic may ot first seem the moet disputable.
In this review, the nature of the Soirie#»typa state must be con~
stantly borne in mind, Eeonomie informetion of all kinds is rega;:ﬁed as
a state seoret. The Soviet policy of publishing po real statisticel daﬁg*
on the econox:ér and curtailing all sotellite publiications to conform to this
policy is symbolioc of the entire Soviet economic operation. It is not
aceldental t'ha‘f:. 1t is difficult to find concrete evidence, let slone direct
stetemanta, of the most important Soviet Hloe econonie policles and tactics.
Rather, the amezing thing is the mmber of forthright statemn{;s which @an.
be found, and yet vhich are contimially ignored or noted in meaningless
isoletion by Vesterm observers., It is certeinly Scviet intention that
thelr economis, as well as dipl&na_tic and other foreign policy operations,

) .
appear to follow for the most pert, conventional Western procsdures and

*The only deta released refer to relatively and incigasingly meaningless,
it not feleified, porcentage changes, with hidden bases, For exsmple,
reference is occasionally mode in the press or a speech thut Czech trade
with the USSR end Peoples! Democracies now constitute a certain percentage
of total Czech trade, eic.,(without even a separate designation of expartis

and imports.) ‘
SECRET = SEGURITY INFCRMATION
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mo, Gonsequently, for every ihdiocation of the uee of rrioce manipalo-
tion .fcr non-commsroial ends one oould probebly f£ind meny inotences of
apparent adheronce to strictly commercisl practices. If one oleseiffes
the instancos merely as o &elight aberration of the normal commercial~
objective typs policy, ons misses completely the mature und form of the
Soviet eoonomie operations.

The exammples included were chosen from e mass of availalle documen~
tation and 1t 1s believed they ore among the best to 1llustrate the
stated points. It w-s not feasible, at this time, to undertake exhaustive
ressarch on every caso cited, It is therefore possitle that, in 1ight
of further investigmtion, same sxsnplos oited may not prove to tn the
best {1lustrations of the givem point. Nevertheless, it is believed
that sufficient documentation exists in this repart and elsewhere to
support all the main lines of the thesis,

nuhopeathattheneterraotofthemummdmppomgmu-
ments will be %o show the mtar-mlctionehip of the various facets of
Soviet trade activity, generally viewed frequently in isclation, and

| that this will rosult in a clariﬂed understending of Soviet economie
ob:eetivaé,’ policies and tactics. This, in turn, should serve as a
stimlus to reeppraisl of some of the economis strategles of the Free
World, . |
Appendix A contaline a collection of sictements on the genersl sub~
 Ject received from our Fubasszies. In mony instonces these statements
ms.caﬁ a pattern of comment similar to that developed in this paper.

e

0 - \
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PART I
I. STATE MONOPOLY OF FOREIGE TRADE

Soviet Hloc foreipn trode is a complete monopply of the ctate. The
+  netlonalization of tho foreign trade of the USSR oocurred on April 22,
1918, A decrce, signed by lenin and Stelin, stateds

i<

"All foreign trade ig nationalized. Commereisl tranmctiong
for the purchess and eole of any kind of products, 1.e., with
foreign states and irdividual trede enterprises abtroad, are
made on behalf of the Russian Republie by agencles specially
authorized for that purpose., Any import or export transsg-
tioms with foreign countries throush any other cbannel are

&

forbldden.,® 1/
Thie law was desorited in the Soviet econcmie Jowrnal (¥neghneys
Torgovlya, (Foreirp Txade) as "ome of the most importent messures of
the Soviet government in guarantying the btuilding of aociéiim“ in ths
USSR. 2/ |
The Stalin Constituiion mekes the forelgn trcde monopoly a consti-
tutional featurc of the Soviet systems
Artdcls 14 stipulctes thot "the jurisdletion of the USER, ae
represonted by lts hisher orgens of stote power and agencies

of state administration emtraces, ...(h) foreign trade on the
besls of govermmentel momopoly." 3/

A desoription of the nature of the foreign trade monopoly of the

Soviet Union conlained in Administrativnays Frowve, SSSR (Administretive
oy of the USSE) opene with the following statements

SECRET = SEGURITY INFORMATION
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"The monopoly of foreign trade is one of the principal
- foundations of o Socialist State., Ienin envisaged 1t as &
most important instrument for the defense.of Scclalist
construction and of the econcmig indepcndence of the Soviet
"State",

A resolution of tho Central Cormitteo of the Bolshevik perty is

then quoteds ~.»
",...the escense of the monopoly of foreign trade consiets
of the feet that the state 1tself is engaged dn the eonduct
of foreign trade, through a specially creeted agency ...esteb-
lishes, by means of export-import plan, n the busie of the
tasks of economic expansion and socfalist construction what
and in whet quantity shall bo exported from the country amd
vhot shsll be imported.” ‘

This system of trade has been prompily 1naugm‘ated An the stellites,
vhere it 2ls0 is considered & pr'mary base of the economy. All of the
satellite state monopolics are probably not yet fully patterned on the
Soviet model and some still utilize connections of oommeorelal agencies
of the pre-war Soviet regimes, but the busle transition to a state
monopoly has been made in all caseg. In an article on the "Forms and
}hthodé of Economic Gdopemtion botween the USSR and the Peoplets
bemooracies” in the Soviet journsl Probleme Ekonomike, (Probleme of

Economics) it is statods ' o
"Possessing the commanding heights; the people's demoeratic
sbate utilizes its foreilgn economic relctione in the interests
of socialist conetruction. The people!s democratic governments
took foreign trade into their own hands as cne of the commande

ing helghts ensuring the strengthening of the leading role of
the working olass in the state and on the basis of the extremsly -

rich experience of ths USSR estahblished the state monoﬁ.. ;!g
foreimm trade in their counirles, Ih Poland, Czechosl »
Bulgaria, Hungary, Rumania end Albenia forelgn trade is carried
out on the basis of monopoly by foreign trade federations and
companies, epecially set up for thls purpose; which are sub-
ordinated to the Ministries of Foreigsn Trade of these countries.
(In Albenis the Ministry of Trade discharges this funotion.)...

SECRET - SECURITY It TI0
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The monopoly of foreign trade in the countries of peoplels
democracy is firstly, s mezns for the maximm promoting and
gtimilating of the development of ihe socialist %gtm
foreos of those goimtrles, secondly, an instrument for the :

efe of the ianned econ the pepeirztion and corrvpt
influence of fmperislist eapital, and thirdly, a means for the
strengthening of planned economis ties with 211 ccuntries of the
gooiallet cemp. The monopoly of foreign trade in each one of
the sowmtries of peoplels demooracy is g mesns for the planned

coordinction of its economy with the economy of cll countries
of the socisliist ecmp, coordinztion which 1s aimed at mtual

asristence in the aconomic development of these countries.® -4

Too often ths féa_imrea of the Soviet Hloec trading éyétems ap outlined
above, are cited ce éoriptively without further requisite comment o the
offeot of mch a oystem upon its trading partvers in the Free World. It
is imperative to note the advantases which guch a gystem affords a Soviet
Hlos country in dealing with the foreign tradere of the I'_rea, Vorld,.

In eéonomioe in general, and perticularly with réfe‘che to nationsl
economies, ths significence of monoply power in the relatively free market
has long been recognizeds A perticularly large tuyer (monopeony) or esller
has inherent in its very position ths cbility to influence prices and taks
other astion of a diseriminatory noture for its own benefit, which are
not open in a freer competitive market. It is stated that ¥the existence
of the power, even withcut conscious will to exploit it, is sufficient to

" yield some monopolistic frutt.® &/ But in the case of the totoliterian
foviet Blooc countries, governed by the ag ressive objeétivas éf the Kremlin,
it con be assured th:t there is certainly a "will to exploit 1", whensver
edvantage will be gained for the Comumist objectives. Tiie existence of
ths Soviet Hoc monopoly and monopeony power nresent very real problems
to the exporters and importere of the F_!:ee World, and there should be
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no question but that the Soviet Hloe countries are able to buy and msell |
on better tecma then if their trade wos conducted by a mmber of mer-
chants aoting mdependantly of one another.®

- Thus with the combination of monopoly end totalitarian pover, the
Free World foreign trader 1s faced with a situation antipathetic to rtl'.n
Jrinciples governing his other exchanges in a competitive market of
"rrivote® traders, He is placed at a considerable disadventage.

Rarry Sehvarts in his book, Bussia's Soviet Monony, ¥/ outlines
same of the advantages of the Soviet type of state monopoly in foreign
trade relotionshipe es follows. He refers specifically to the uésn,
but the points are generzlly ap;licable to the other Soviet Hloo ommtﬁ.esi
(1) - "At eny given times, the Soviet Government knows its positicn in
relation to the rest of the wch.d and each foreign country separately,
thus grectly simplifyiny the formul:tion of poiicyo Thisg hzas bem‘pa'rti-
cularly importsnt in the post two decades, when forelgn currencies hcve
not been freely mterchm;geable, reising complex prohlems of currency

control

¥The impcot of the Soviet Bloc monopoly power should be especially olear
to trained economistse Jacob Viner, in Trade Relstions between Free and
Controlled Peonomies, (League of Nations, 1943) in discussing practices of
govermmentas as traders,points out thct govermments rarely follow the rule
of buying in the cheapest mrrket end that it is logical to expect that any
agenoy hoving monopoly power would follow the practice of what he calls

"di seriminating monopsony, 1.e., "instead of buying only in whatever market
happened to h: ve the lowest prices, as a competitive trader would endeaver
to dog it buys at hizher prices in markets with elastic supplies end lower
prices in markets with imelnstic supplies, and instead of endeavoring to
equalize 1ts purchass prices in different markets it sought to equalize es
betwaon the different mcrkets its merginal expenditures per unit, or the nst
additional outlays for additional wmits of purchase after allowanos for ths
effect of ite purchases on prices." :

SECRET = SEGURITY INFORM:TION
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control and clearing in foreipm trade.”

{2) *Its momepoly of foreign trade permits the Soviet Government
to :insulnte its domostic price gystem from prices provailing in vorld
mrketao The prices ot vhieh the Soviet Union buys or sells gooda alroad
necd not, and frequently do noty, have eny oloso relationship to the prices
of the sams comodities in tho Soviet Union itself

(3) "Where ond when necessary, the mamegers of the US.R's economy
ean and‘do act agﬁinst the interests of particular groups of Sovist pro=
ducers and conmmers in making dccisiops cbout foreipm tronsactions,?

- (4) "is the sols buyer and seller of goods and services for. the
_USSR, the Soviet governwent hos a strong bargeining postticnm as against
competing buyers and sellers in other countries, There is no competi~
tion emong Soviet buyers ard scllers on the foreign merkete to affect

prices adversely from their point of view.”

(5) ®In advenciug ite economic interests atroed, the Soviet govern-
ment 1s able to beck them with all its political, economie and militery

- micht, giving it cubstential advontoges fregoently over individuel foreign
enterprises or wesker foreign states. ] ‘

The German Bundestaz in its April resdlution on East-Vest trade took
cognizance of tho advantage's of thé monopoly system. 7Tke Federal Govam :
ment was requested, partiocularly in connection with its trade agreements
with the Soviet Bloc, to protect the Germon economic end pelitical interests

| in fooe of the foreign trade monopoly systems of the Soviét Hloe countriea. éf/ '

In the
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In the above we hove referred, for the most part, to the monopoly
power of the individual Scviet Bloo countries, which scorues from their
state mﬁnomlies of foi'eign trade, Obviously, this power would be greatly
multiplied in those casss in which the Soviet Hloo could be considered
ag en entity. Although we will show thot extensive coordin-tiom of policies
~exist, doubltless there i= still a certain emoun of competition among the
satellites with respct to the exchange of relatively low prierity goods.
Nevertheless, with regard to the exchange of highly stretegic goode with
the Free World :nd probebly with regard to financial operations as well,
the Soviet Bloo shouid be considered as a trading hlos ceniered_ in Moscow,
in terms of the monopoly power it exzerts.* This situation arises out of
the very nature of the close coordinction of economic and trade plans.
The Soviet Bloo recuirements and the plane for exportation to the West of
such importont products as iron and steel, coel, non-ferrous metalsg eto.,
must be determined on an arca basis as the economie plans of the area are
ooofdinated, and it appears that the aerrangement,in some ocascs, is to have
the strongest buyer or seller ammg the Hloo countries carry cm most of
the trading with the Free World. In such cases the monopoly advantage
will be very greate '

(ne outstanding example of the way in vwhich the Soviet Hleo baes been

able to capitelize in its monopoly power position is found in the cams of
coal

¥Part I, Section II deals at length with this question of Soviet Hloe
 trade coordination.
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coal. .'l'he coal merket in the prewer period was larsely competltive,
vhile todey sales of Easterm Furopesn cosl are made solely through the
Polish end other state monopolies. The Soviet Hlos itself has deemad
this a commodity of "estrategic® 3anort.an§:eand it is undoubtedly vnder
quite extensive and dJdireot Soviet control. There is no question but that
the Poles have boen exploiting the Western European need for coal. They
have raised thelr prices far sbove other Westerm Europesn producers,
particulerly after the Eorean war, and admittad,ly followed a policy of
charging just a little below, or above, the cost of Americzn coal delivered
to Buropa. | |

The foot thrt trede between Eastern and Western Burope is carried on
within the fremevork of bilcteral trade agreements does not clter baaicéll:.’r
the monopoly position of ths Soviet Bloe commtries, Thess intrazovern~
mental egreements; do not mean that trade of the Western govermmen’ is
actually cond\mted by the state, The agresments generally provide merely
for the issuance of export and import licenses., These agzeanonts, Lox m'
rogt part, are thus a fraomework mechaniem. The Soviet stcte monopolies
naintain their "monopoly" edventese virtually mimpaired, for the controcis
for specific ezohanrjes ore nepoticted by the Soviet Hios trade monopolies
vith ipdividual Western buyere and sellers, among wham there is a very con-
siderable element of compstition,

SECRET -~ STGURTTY INFORMATION
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II. DEGREASING BCONOMIC DRPENDENCE ON THE FREE WORLDe~

A_BASIC SOVIET BIOC GOAL

A ﬁr_ﬁmary Soviet Bloe efcvouctmic aim 15 the ranid exvansion of
industrial fasiiities and -progrbésive utilization of available resources
in an effort to decroass, and sventually to eliminate. $ts dependence
on t& nom-Soviet world, ZXxvorts are nlanned for the vurvoss of ob-
taining needed imrorte or develening the mem s of obt#;n.&ug thm.uﬁ

. The develorment of markete for "surplus production' and othor elemonte

of *free" comvetitve economies are not factors ¢m Soviet trade.

Sonatines, thls drivq ii descridbed as a dﬁve for autarchy--e.g.
self sufficlency, isolatioa from sutside world, Thin tém., autarchy,
should redly be- discarded az' iraccurate in that the ulgtimate aim is
not eo much {eolation as the situation which wald reverse the nresont
position of relative econcmie devendsnce betwoen the cmmi;t a.nd HOR~
Comnuniat _neetou of ths world ceoum'aad craaie a situation of dtmis-,
dence upon them, particularly in the porivheral areas. The Szviets |
seek independence from the mecessity of imvorsting any given eommduw‘
at any given time, not in order to iwo'ate themsslvcs bui i{n order té
reduce their own devendence and further their base for agzressive exnansion .|

This poliéy‘, and Sovist actions in its iu‘pleavﬁstatian;maka'i't cleay
that the Sraditional orswer tr@d@ rolaliones between Enet and West can
no loager be camideroﬁ valid or likely of resstabiishment.

This
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This Soviet objestive has besn officially qtated on numerous
occasions. The rriicle af the Soviet Govermment on "Thirty Years
of Saviet Foreign Truodd imcludes a quotation of Lemin which sete forth
this nltimate odjectiva;

"in proving the necessity for developing fersign trade
relations with capitalist countriies, V. I, Lenin stated
that °... our basic interest §s ¢ ghtair from the capitalist
.countriss st the ocarlieat possible opnertunity those neans
of prodnetion {locomotives, machines, electrical svporatus)
without which we shall not be abls to rahabilitate ounr
fndustry to any annresiasble extent, and...the sconsr ve
do this, the firmer will be our Toundaticn for oconsmisg
Jpdeoendance from eanitelist countries'?

£

(Lenin, Works XXVI, op, 12 to 18)

The last volume of the latest 'e:uti@n of the Bolf shavi Sowcetskaye

Epteiklopediye,S5SR, (Large Soviey Encyelonedia), in dés@:ribing Soviet
conmercial mucy, wakten clear that -éxwor&s ars gonsidersd p‘rﬁmarny

as 8 means of obtzining imports required for internal economi

)

deveiopment.

*The imvort plamns of the USSR were determined by the.
main objectives of the Toreign ¢trads of ths Sovist Unfsn--
naxinum assistance and prowotion of the develowment of
the nroductive capacities of the countryeand exvortes wvere,
in the main, means to pay for fimmorts.” .’:?J’

In the book ¥neshnayn Torgovlys, SSTR, (Foreigs Trede of the.
USSR), the prominent Soviet sconomiet,D. D. Mishuetin, bluntly stated

the Soviet goal:

Trhe wmain goal of the Soviet immory (volicy) 43 ¢t utiiize
the foreign nreducts, and, above all, foreizn machinery,.,

for the technignl and esgonomic Independence of the USSR. ..
The imoort volicy of ths USSR 42 sc orgsnized th-t ft alds
the spesdiest liberstion from the nevd to immort,.." 1l

' Spoke smen
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Spokkesmen for the ratesllites litvw reflsgted the same policy.
In iate 1949 Polish Premier Minc stated these objectives of attain-
ing "independence" when he naid; |

"as for...econonic relations with canttalist countries,
the Rask of...the Pesnlest Democracies is to meko shenseives
more independent of caitnlist ssonomy, creating conditions
for the snaediest ndvance towards socialien. . .Conssquently,
in olanning foreign trade between the Peonlas‘ Democracies
and the capitalist countries $t is not the atin of the for-
mar %o secure ths broadest develowmeny of these redtions,
irrespective of their content and the results, but go
esteblish relations which wil) facilitate the. strengthening
:f the given country in its position as a sccialist state.. ©

The goal fs also apparant in discussion concernipg the Past
German Five Year Pla in which 1t wme stated in one source:

"Thoe alin of ths current Fgve Yasar Plan (1951-1955) is
not only to counter the detrimental effects of the~s (various
tottlenscks on GDR industry and economy, hut ales $o make
the GOR indevenient of West German §moorte by 1955.°13/

And in another sourcs;

"Bfforts of the CGDR {0 obtain alternative sources of
suoply for dtems unochtainadle {n the West have been closaly
relnted for ite gen-ral vwolicy of acheiving industrial sslf-
sufficiency and of becoming, ms far ns nossidle, indevendent
of al" sunplies from the West wvhother previsusly obdteinsdis
or not.* 22 ' :

The eams wolicy te seen in Czechoslovakia, A former smemdor of
the Poreien Ministry of Trade renorted that the reduction of Cgach
devondense on { -voris fren %ﬁe West §s5 vursued as u matter of prin-.
ciple and with high vriority. 153/ another sueh official remarts a
specific meeting at vhich Coech foreign trade veliey objsctives were

ousliined,
‘ o
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. - %] was prasent at en sll-minisetry nlenary meeting of the
Conmunist Party in the Mintstry of Pireign Trnde in fall

of 1950 vhen Hinister Dpr. Gregor spoke concernitg Csechosloval
foreign trade rolicy. He emnhasiged th-t, as = wrimary
politicul tazle, it was necess-ry for the national economy.

%o _nchiseve indsvendencs from trade with the West. This was,
and st$1l is, She main objestive of ‘Cseshorlovak foroign
trode. 28/

The comments of two former Ceuegh tradp afficiele are sumnarized
in another revort: .

"The connstative substance cof their remarks clearly
implies that the volitical aims of Ceechosiovak esonomic
volicy is to greate sufficisnt industrial oroductive eapacity .
Qo anabie czuehoslovakia to reduce drasticsl'y gr elfminate

noff and & SR _she Wegt and tc strengthen the noli-
ti caﬁ wwer of tha Sevist bloe. Both iafermants BRequive-
cally steted that the nly -sason Cgechoslovakia trades with
the Taderal Renudlic aad with the rest of the Wastern
Earovann countries ic %o obtein sssential connodities., Y€
this objective becomes unrealizeble, tha Czechs would ¢sr-
minate sconsmic ralatiomz with the Federal ‘opub'*ie withsut
hesttation.® 17/

~ 111. LONG-TERY
SECRET - SFGURITY INPORMATION
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111, IORG-TERM CENTRALIZED PLANNING AND PRIORITY GOALS

A. Qeg tralized Planning

Although £t {s» suerauy racallisd thnt the Soviet B!oc internal
mnmtn are governed Yy eant*auy ooatroned scononmie plamning, 1%
is somotines forgottan that all foreiszn econsmic activities of these
nations are valno conducted within the framework of foreign trade plans
and that 'thns'o plans ars a ciosely intagrated umant‘of the total -
sconomic nlane, This foint was anvarent in the discussion of ths
two nrevious sestiona, but since the implicatisng of thisg system are
so signiffcant in trade relstine with the comwetitive sconomies of
the Free World it seems necssmary - discuss this festure of the
Soviet Bloc economies at greater length,

The trads nlane of Sovhﬁ Bloe countrics are now connidersd ton
states secrots. evertheless; from verious intalligence sourees and frem
] documentrtion vhich becane avail;ble during the period of less sevors
eatellite security controls, we know the general n-ture of theae nlupu
how they are nrevared, and thct they are quite detailed, Occasional
Sovist Bloc announcements now only ~resent brond susmarizations of tha
Dlﬁﬂg utat;nc that esrtain nercontrges of a varticular satellfte's
| trade Wl 1} be with the USSR, a certsin percﬁtnm with th “neoviest

demoeracies," and certrin vorcentrves pith ‘thc‘ Hewt, .
i%
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I¢ has been possible to esmvose a generalized description of the
evolution of e forsign trede nlan of a sételﬁito country. This is
outlined below, The details would n- turally vary from country to
coantry and from time $o timey

The State Plunning Bureau of the sntellits gov rmment prepares a
genoral production and sonsumntion plan tsking into aceount the
wroductive ompaeity, amlublo.m‘annawer. domestic raw matarials, lomg
term objectives, ete. of the veurious sestors of the esconomy. Immeord
rsquirements are devoloned as an integral adjunct to this éonomll
scomonic plan, The needs of the vericus industries and stockniling
smerations for imrtéd ray materinls, finished nroducts, and conwumer
;*?,eodo are incleded in this »lan, These requirements are nrobably
determined by ths same Bureawu,The plan is then bubmitted to the |
4inf atry of Foreign Traje. With this determin~tion of import require-
lmnh the Foreign Trade Hitl‘:iatry develops & pian whigh will includo.
provisions for exvorts mufficient ﬁ;o" obtaln forelgn exshange or other
wosns to na;i for the required imports, nmemt; for interantional
e&bligaf;!onno aiutnnar;ee of dinlemrtic offices, ete, This exvart
nlan §u nrepared inescordance with the prevalling export voliay
determined by the government, the governimg directives from the
Gouneil of Mutual Bwsstemie Asasistance (CuMa), @d Mossow, Teor ipstance,
sne renverted general velicy direstive was thea irom and steol preducts .

ware no% to be exvortad So ths Pree World, unless abrolutely neosssary
‘0
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to obtain top priority requiremsnts, thus they would de {neluded in
the oxpdr% nlan only under these svecial conditions. One dir ector
cited another direstive in dowr!bipg the olanning arrangomohhs
*...the requirement to export as far as vwonsidle goods manufsetured

- solely from domestic raw materials.® 18/ The geneul policy govera-
ing satellite trale clearly nrovides that the requiremeats of the
USSR ‘should first be satisfied and then those of the satellites %o
tho-;rea_tut extent feasibls, regardless of the effect on trade with
-other areas.

The {ndividual national vlans are submitted to Moscow, nrébauy
now through cma; together with the nlans of the other satellites.
These plans are ratisnaticed, with Soviet requirements nredoninant.
There is some indication thet counter import-exvort plans may astusliy
he prenared in Moscow at eome strge, bHut vhether oy not this is the
exast vrocedures, it ssems slear that the egonomic and trade plans ars
sub ject to gsordination mand sporoval in Mosgow. \

Besides ths abvious sdvantezes of eoordinstion of volicy and
pians, this tm of gemoral and evnesific egonomie planning has partisu-
1ar sSguificance in that it fosters Cha eoncaious utilisation of the
time slement as a factor in Soviet Blos opersat!ons",. The Seviets Bave
reveatedly shown their skfll in utilizetion of the time slement. vioh
a gonsgiousnacs of their long term gonis and acsurancs of the gencral

dirsction
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direstien of thelr peliey, in relstisn with cther countries, they may
€ rant what aonear as temvorsry concessions in order to vrocure a r«'sal
objective at ;s’omo futurs date, This tactic is verhavs illustrated in
- the ourchase of en item of highly strategic interast in ensuing ne-
gotértione several months or even & year or two"hsnm.-- Sush & tretis
is immoseidle of sugcess unless formulated on the brsis of soncrete
comnrehensive long tarm vianning, This tactic, unless understood, alss
tends to sreate confusion fn the West and the ammearance of a lack
of eens-istant plan §3 often erronscusly attriduted to Soviet policy.

Suah
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B. Comuodity Priorities

Sugh & system of foraign trade nlanning means t& all Soviet
Bloc trade 1.‘:, conducted within the framewsrk of an sst~blished dut
fle-ible and shanging system of 5rior1ty goals, both with reonest to
the commnodities to be nurchased and sold, and with resveat %o the |

trading varwers. The oversticns of this system of priorities are

not always auparent, but {¢ i1s nevertheless an indfsputadle aspsct ¢t

-&he Sovie$ Bloc trading systom,

I -

suceintly upon this "priority" featurs of Soviet Bloc trade:

"In deeiding what items ehould be irmerted inta Csecho-
slovakia, either from the East or the est, all prosmective
stquisitions ars clagsifisd a.ccording to an economic
priority ecosffiotent,» 18/

A pudblished anncungement of the barter tredelaw of Communtst

China is one of the most revesling offieial documents availuble om
the op.etr;etan of Sovist~typs "priority* planning, The announcement
contains destafled stinnlntion of nrierities for imrcha.sing and selling
goode. The lists nre built on an old cudtoms exnort and fmoort tarifs
code but are completely rearranged for surrent usage and snecifieally
et uo Go divide all immorirble and exrort~ble commodities inte thres
schedules, in aecordnnce with their 1m@§tnnce to the national econ-
omy and weifars. The law ean be ccﬁsiﬂ.om& a8 quite indicrtive of
the centrally olannsd trading ayniam of nweiority nurchases and

sales
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sales and their arrangements on & specific guid Iro quo bdasis, which
characterizes Soviet tyoe trading in gemeral;

Bar¢sr Scheduls A: Commoditiee under this category are
consldered to be of yital immortancs_$o the nationa) defense,
econony and general welfare. Thoy included such imports
as indispensable to Chinma's industrialization, sgrioultural
production, commniestions. Exports under this sategory
include strategic materials, daportant China produce vhich
hag o vida foreign market, and articles which are domestically
zoaded bul may be exported in exchange with more urgently
required fmports. The export of tungoii, bristles, soybeans.
beancaks, raw silk, black tea, ezg vroducts, gort siking,
rige and vheat are some of the items §{ncluded in this
category. Exports ygder this_gntegory mav he mads oaly
in_sxchangs with ignorts of the like cptcgory.

"Barter Schedrie B: Commodities under this category
sre csonsidered to be of gmeondary importance,sush as {oports
that can be domestically produced, substituted by others,
or not absolutely necesmsary Bul neverthaless sonsidsred Se
Ye_goed bergeins if exchenged with srports of the B and
scheduies, Om the same principls, exports uader this category
ers thosa having a limited foreign market, ‘
include eg~s, feathers, ccaras grains, ainer vegotable
eils an¢ oilsesds, miscellaneous bdeane.casing. pepveraing, stc.

"Bariser ghedglc Gs This category denotes gopmoditiee
of minor ssomomig yelus. It contains $mnorts of luwury food

ond othere which are either domestisal’y avallabdbie or aot
welcome for economic reascms. Exvorts wnder this category
are mimor China products vhich have very limited foreign
markete, handicraft articiss and luxury foods, ZLxvorts
under Schedule C may be exchanged wigh spy of _the immorts
under Soheduls C, B amd A. In order %o sncoursge exnoris
of commodities under Schedule G, tha Canton Poreign Trads
Comtrol Bureau recsntly removed Che requirememt of dartering
with Smworts on a large mumber of ex~9*¢ articies under
Schedule C.» 20/

C. Country
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C. Country Priorities

Just a8 the trade i{s condacted aecording % contrally estzblished
vriorities with regard to the comucdities exchanged, so the matter
of trnding mariners {s datemime& ia llﬁna vith g system of -ricrities,
or vreforences. There should be no doupt that each of the satellite
countrice giveer vrimarily nreferentinl troatment to ¢he USSR in fts
trade transacticma, and sscondly %o the ather satallﬁﬁ;es if the plans
o require. It ¢{s quite likely th-¢ ¢rude with the different satel-
lites and with the diffsrent csuntries of the Free World is eleo
detzrmined by ea‘&}abliehed priorities vithin ench gromm, mz' it is
net ﬁo.siblo to vrovide data on the excct order of wriorities st any
given timc. On the othsr hand, snovgh imforantion d= zvalilable o
indieate that trads is determinsd net marely Wy th;o comuadity invelved
end its prirofity of imvertancs as an sxvmort or icwort, but alssc by
the couniry of destinetion, st lsast whother §t is Free World, USSR,

_er sade.ii’e. For exampls, it was rerorted in August 1951 %ﬁa;ﬁ

Mossow had $zsusd emtegoriesl instrustiisns that no offers of grdn
should be mede {n Western Zurops bWy satslliite @"auatraes untii the
surrent Sovist megotietions with the British Minlstry of Goad were
concludad., 2/

¥his eyctes of priorditic¢s §s not deduesd mersly from cbsorvations
¢f Soviel pragiicos tut is scxolieit in their own cdservation of
Soviet practices Jub fs exvliiell in their own stztements, such as
the follawing:

"Deputy
3EEP AL - SUOURIFY | 8w0ORUATION '
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"Devuty Premisr Rau of Zast German.v stnted in Pebrusry.
1963 at a meeting of the Pesenles! Chamber; %.,.. it is omly
nntural and in keeving with the interests of sur peaole thst
our forelgn trade should be focused and should be solidly
and vermanently based on our economic relrtions with the
Soviet nion, thes Psgnies! Damosracies and t.he Chinese
Peovles' Renublis, " 22/

The verious defestors from the Soviet regimes refer to the faet

thrt the sntellites must rgnder first oriority to the import and export

reeds of the Soviet Union. Suech volicy hms also been mentisned speci-

fienlly vith regea-d to czoéhoslowkﬁa. FPoland, Rumania, and Bulgaria,

I, -

thie to ssy about the interests of the USSR

A similar

"...throughout the Ministry of Foreign Treda there i
one ruls which must be obayed if oms wante to survive; to-
imnediately and comnletely mttend %o any matter which cancerns
the Soviet Union. even if it means neglecsting other more im-
portant and denalicial matters., This attituds greetly con-
triduted to the degiine of Csech exvorts to the Vast. Goods
vhich orizinally hrd been sarmarked for exvort to the Vest
hed ts be trensferred to the USSR whensver deliveries to the
Soviet Union were not completed on time."

reoort statens

®ARODE csechos&ovnk sxvorts, shinmann to the USSR have
first pricrity. In thie respect even consumer o ode badly
needed on domestic markets ars shinmed to the UBSR in a
somplate disregard for Czechoslovrkin'e own needs. I remam-
bor elenriy all the eonfusion and enormous efforts of the
pinistry whon sone sxnort ftem carmarked for the USSR was
short, or nlunts nanufacturing sxvert goods for the USSR
urged imoort of some spars narts in order .to fulf{ll the
export oreduction quota. Sueh requirements always recelived

top wvriority, sad everything oiss had to %8 nut aside and

211 ef{arte soncentrated to soive the export nroblems to
the USSR. Thie policy was, of ourss, g.z;rimntal to oro-
duetion snd forsign treds ae & whole,®

- A
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25X1X .

1949 a specifie Soviot directive to» tha Crech metal plve industry whigh
demanded delivery to tha USSR of large gquantities of nine, ni-lncinany
0§l field pipe, wvhich in turn prevented (zechoslaovekia fro- meeting

. promiced deliveries to other gountries, 28/
Angther such diversicn was renorted ecacerning Czech gasoline.

~ "The delivery of Cresh gaeoline to Austria was agreed om
and authorized by both Austrian and Czech offieials and was
" %0 de carried sut by C. 3. Chente (Ceeshoslovakian Chemical
Industry) at & cost of $400,000. The Csechs suddenly can-
colled the ,ngrﬁ?ente in srder to shin ths gasoline to the

Rast instead, 25X1C

The samo priority regulstion was re-orted with regerd ts Polisy

25X1C trade nolicy: A Polish defector,

that;
"A matellite country must accord svery precsdence to

deliverie: to the Sovist Union. Obligat}ons murt be
honored absolutsly and completely...”

This forced reorientation of trade Eaatward affects both sxvarte
end 1npn§ts. On March 10, 1350, the Czegh Minister of Industry, |
Gunin Klisent, fs renorted to have teld s meeting of etonomic officials
that Gu;ch.oslovakla ugnt *stop fmvorting from the sanitalist world
vhenever thess immorte can be renlaced By i-morts from the USSR, or
Peoples’ Democratie countries,? 23/ ,

The Minister alse statsd thot the reorientetion vién calls for the
“fimit-tion of 1ight {ntustry®a~vhieh formerly wrovided ths dulk of

the
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shich provides the bulk of exvorts to Russia.

The Yugoslav Govermment, long involved in the Soviet Bloe trade
system, has based much of its public contention with the Soviet ™nion
upon the directives of Moscow concerning Yugoslsv foréign trade, and
particularly the Soviet Government's irsistence upon vriority treatment.

In & Yugoslav press article in Movember, 1950, entitled "The Zlotgy
and the Ruble" some of these views on Soviet demards for priorities were
summariged:

"The Sowviet Union is conselidating its economic bles
at an ever quickeningz pace. The isolation of subjeet
countries from the rast of the worle, increasing trade
betwaan the countriea of Fastern ‘urope and the Soviet
Union, and the revision of the (economie) plans of those
countries to harmonize i.ith Sovie® interests < thase
are links in the chain which is being forged by the lead-
ing Soeialist states to subdue other (socialist) states.

Hacause of its natural wealth and strategic importance,

Poland has & specisal place in the plans of ths Soviet hego-
monists = measures which have beocn introduced in Poland
this year indicate & continual lessening of her economic
indaepsndence. Tt iz well known that by means of three
commercial treaties corgluded this ysar the Sovict Thion
has foreed upcn Poland a structure of trade designed te
give priority to satisfying the demands of the Soviet
economy. According to the report of the Polish Planning
Commission, during the first nine months of 1950 Polish
tiade with the Soviei Union increased 71 percent in com=
parigon with the same veriod of 1949..." 29/

This obvious preferential treatment of Soviet nion and the satellites
is pointed un in a Shanghai newspaper article of Necember 13, 1951:

"Various export trade groups in Shanghai recently met in
a forum to diseuss the promotion of foreign trade. Muring
the meeting the following conditions of various branchss of
the trade wers sumred up: the fats and oils groups had

broadaned
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broadened its collection of tungoil for exvort. About 400
to 500 tons were exported in a recent month and there was
surplus for exnort to Hong ¥ong and Furope after macxt:lne

the demand of the 3oviet Union and nav democracies.” %/

An article on ".oviet Problem of Rearmanent” &n a Swiss newspaper,

Finans und ’:'.irtschaft deseribes this svst.ein of priority:

-0-"In the case of all raw materisls rroduced in any of the
satellite countries, for which there is a demand in Russia,
the satisfaction of the Hussian demand comes {irst. ' oscow
arbitrarily decidee Pow much of what remains may allored

- to the othcr countries; for instance hon much Rumanian petro-
Jeum may go to Fast Cermany or Czschoslovakia. ITndeed ' oscom
decides how much of their own rroducts the diffsrent countriea
may get. The Soviet Union dictalas the prices and the satesl-~
lites have to deliver or purchuss at these nrices." n/

Actually, a glance at the trade statistics for the mast four vears
presents perhaps fhe best illustration of .the eﬂfect of this ﬁyatem of
Soviet Bloc preferences amd the entire policy of the reorientation of
Soviet Bloc trade. ‘tarly in .the yost-war years, end bafore the guesiton
of cxport controls arose, the Scviect Union and satellites svarted pre-
dicting the increasing amounts of trade of sach of the satellites which
would be concentreted within the Soviet Bloc., Ths extent of Czech re-
orientation of trade towards the Soviet Bloc is most striking as it is

2
revealad in the following table: ;L_/

1937 1949 1950 1951
_ : o (1st 6 months)
Eastern Furope 11 45 52 57

keatern norld ?_9_, _5323 _lé ;52_
Total., . . 10U 100 100 100

# Another estimate of the extent of Czsch trade reorientation toward
tre Soviet g}oc iz piven by @ former momber of the “inistry of Foreizn

Trade as: 1948:= 30 - 35 parcent
195G :- 60 parcent
{(Plan) 1951:= 65 percent
(Estimate X953 :~ 80 percent
Tn the
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In the words of the Soviet Bloc preas {Rabotnichesko Delo, Sofia

daiiy nev.apaper) "Commercial ties between the USSR and the Psoples'
Democracies are econstantly growing stronger”". The following figures
are cited: |

"The -Peaplea' Nemocracies now reprasent more than
65 percent of the volume of USSR foreign trade.

The trade between the Peoples' T'emocraclies is also
groving ecach year.

Czechoslovak foreign trade increased in 1949, as
compared to 1947, as follows: with ths USSR = 564 percent;
Poland = 533 percent; Rumania - 619 pergent; Hungary - 223
percents Bulgaria ~ 125 percent. ihercas in 1948, the USSR -

" and the Peoples® lemocracies contributed about 30 percent
of the Czechoslovak foreign trade, they contributed 50 per-
cent in 1950." 34/

m articls in the Arbsiter Zeitung_ entitled "Trade with the East®

Proﬁagan@.a and Reality E:levot.ed to dispalling some of the Soviet propaganda
eoncerning Vestern responsibility for worsening trade relations and citesa
some specific exampias of Sovist responsibility for the reorientation of
Last-dest Trade. '

"In tha years between the two wars the Eastern Statas
provided Austria primarily with food, with grain, cattle,
meat and fats, and received in returmn yroducts of Austria‘ s
industry. This plcture has now champged completely, (due to
Soviet policies). Hungary is & typicel example of this and
nona other than Vatyas Kakogl, the country’s all rowerful
dictator, a prime witness. Tn a programmatic speech of some
significance given hsfore tha Central Committes of the Com-
munist Party {ef Hungary) on the 30th of November 1951 he
explained the difficulties of Hungary's food position as
follows: .In ths course of the last four or five years our
Peoples? Damocracy has undergzone a radical change. From en
agricultural countiry we have become an industrial state,
and the industrislization continues to progress rapidly.’
Hakosi vointzd cut that ag a result of this ths number of
mage earnsrs and their standard of living had risen and the

"~ demand for brrad, meat and fats had gone up as sharply in
the cities az had the consumption of these items in the

sountry
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country villages. Rakosi then announced a change in
Hungaria foreign trade policy which would have the
effect of reducing food expcrts, if not of stopping
them altogether. HWumgary weuld try to pay for its raw
material requirements by exporting industrial goods.
where Hungary in the years between the wars had satis-
fied the grecater part of Austrian bread-grain require~
ments, today it can deliver no wheat a2t all and only
small quantities of rye., and under thase circumatances
there should be no contraction of trade.

The situation is similar in Poland, which used to be
a leading exportsr of pork., This is fin:lshed now, In
Place of the sevoral thouszamds of tons of pork which
Poland promised to dsliver undar the last trade agreement
we signed with her, we received hors and barley. Thus
the Austriana had to consume their Pslish pork in the form
of beer.* 35/

Ihe order of Sovict Rloc policy priorities, both with resveet to
comrodities and with respect to coauntries, are described in numsrous
other documants, Sovict statements, and intclligence reports. But per-
haps the most conclusive of the statemsnts is found in a reportediy
reliable intellipence report which i3 purncrted to be & secrat dirsctive
{asued Jointly by the Czech Yinistry of Treds and the Foonomie Come~
mission of the Central Sscretariat of the Czech Communist Party to ths
vice-minigters and section and departmont chiefs of the Yinistry of
Foreign Trade . The -report is sumartzed a8 follows in an Fmbassy I'raha
Despatoh of July 1951:

"With respact to imports thls directive vrovided
that (1) only absolute easantizls are to be imperted
from cant st countries and thise only when adequate
aubstitutes could not be foume within the covict orbit;
(2) in 8o far as possible taymerts sre to be made th
sxports of non-essentiazl goxisy...with reference Lo erports
(1) priority is to ba plven to the USSR and sstellites; (2)

no exporis which oan be udad #‘or refense will ba parmi tod
to bo {mported by ecapitaliat countirivay (3) the éoges'

T amoeract_e_g
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Pemocracias are o be greated pri ority in rebuilding

their eronicliess (1) axporis to Zaritalist countries

sre to ha Linibed to e w*-mav‘tial goody in se far ga

_poaaih’lsg 0 ;j ”*‘&‘ {very of iron and steel products o
rinrias arc 19 be ragucod to a minimum, ;_152/

capltal iat

:‘":

i This atatament curteinly fite wéll the bite of evidencs built
:g f‘rcm other sources upsn the nature of the Soviet priox‘iﬁy policy-
It 15 intcresting te ncis that there are spescific reports on trade
agresments and trada negotiations sbout Soviet Bloe reductions und

refusals o deliver ivon and steel products to the Asst, which sube

stantiates the most datsiled comment cf the report. .,3_'.7/
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IV. SOVIET BLOC FOREIGN TRADE GOVERNLD
Y STRATLG 'E’muww ATTONS

Twe misleading characterizations of Soviet trade have

been most praVEient in tne non-Communlist werld during the post-
‘war years, Flrst, it is fraghently neld thet the trade poliey
of the USSR and i1ts 2atellites doss not differ substantially in
practice from that of the Free World countries. This viewpoint
rraquently allows that Sovie& trade ls conducted in accordsnce

s#ith "commerciesl principles “and practicaq" comon %o free

¢nterprise traders, That is, it 1gnoraa the fact that ihe Soviet-

type §overnment %akes advantage of 1ts monopoly position, or it
dismisses the monopély features by pointing out that there aras
monopolies operating in the Frae World. 1In this interpretation
tha presence of poli%ical mokivas in Soviet trade policy is
considered very exceptional und no more pravalen% than in the
trade policles of otaer natlons.

This is a‘mialeading interpretation,_particul&rly in that
it 1gnbres the distinctive character of Soviet trade poliey.
i1t 18 true that monopoly &and cartel opepations'occur-tova cortein
extent in Free World trade, out for the mos% part, Free vwoprld

trade ls characterized of competitive fres enterprise operations.

In generél, tne trading policies of Free worid nations are designed

primarily to serve individuals or groups of individuals, and %o
serve an economy orientsed to consumption; i.e., orlented to Lhe

gensral
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general welfare of the populace, Tne Soviet economic poliey
and the Sovliet monopoly of foreign trade, on tne other hand,
exploits the advantages of the Free wWorld market not to improve
tne welfare of tue populgce but to further its worid power and
aggreasive aims, In recenf years, of course, govermmental
financialrpolicy in the Wost nas become an increasing factor in
national trade policy. Despits tne development, the practices
of even tue most restrictive Western nations are very different
from these of tne state trading monopolies of tue Soviet Bloo
1n:wnicn‘thera is no private trading and all saction is dutermined
on Ln@ oasis of stratégic stete lnterest.

As mentioned sbove, monopoly power undsr whatever motivation,
confers an advantage on t.e monopolist over the compstitive
trader. Tne Sovie® countries enjoy and sxercise that advantage
fully in a mennsr not exerclised by any government of tne Free
world. Iu addition, Soviet trade policy and practices differ
basically from those of Frée world nations in that the Soviet
use of monopoly powar cen ve termed non-commercial in nature;
that 1s, 1t scrves the strateglc'state motives rather than
private profit motives, for implicit in the term "commsree” is
a large and eompetlitivtrade market of many individual buyers
and sellers. '

Tne viewpoint described at the puginning of this section i-
also misleading in that it falls to taxs acoount of tne fact that

the foreign economic pollicy of the USSR and 1its lltailltblbil

. _ ‘ closely
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closely interwovem with other esspects of foreign policy. Tnls
is a dominant feature of Soviet policy, aespite its propaganda
rallings against any.attempied admixture of econoﬁic and
political policies. Nikoyan, former Soviet Minister of Forelgn

Trade, has mentioned the interrelatedness of economic arnd

“pbliticar‘policies in a spescn at che 18th Congress of the

Communist Party:

“"In our foreign trade it is necessary to consider
what kind of syatem ol foreign trade exists in a
given country and what political relations exist
between the USSR and that country, because trade
relations und their character and extent are
directly dependent on political reIaEIonsoﬁgy

At tne other pole of oplnion it Is sometimes insisted
that Soviet policy in the economic field 1s governed solely by ‘
political or so-called non-sconomic mgtivat;ons, to tne extent
thet 1t 1s unpredictable, nas little relationship to sconomic
principles, and is not susceptible to economic analysis. This
is an equally inadequate and misleading interpretation.

There are elements of truth in both tné views.cited above.
noweyer, Soviet Bloc economic policles can best be described
as governéd by strategic considerations. By gtrategic we mean
conslderations which per;aih directly to state security und the
ennanceﬁent of its relqtive status as en international power.
Stfategic_considerations are directad towards a relative increase
in the nation?s strength or towards dimtnishiqg the strength of
potential enemies. Since this wex potential is a functiom not

only
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only of military but also economie and psychologleal factors,
strategic considerations may or may not involve economic considera-
ations. |

Tne'foreign economic polliny--and specifically the trads
policy of the USSR or the satellites--is an integral part of a
general economic policy which encompasses botn domestis and
foreigh activities and devélapmentao In turn the cconomie poliey
is a fundamental componeunt of a carefully conceiied total policy,
t..e oojustives of whicn include cthe weakening of the Free VWorld
sconomically, psycnologically sand militarially and the strengthen-
ing of tne Soviet Bloc economicaliy, psychologically and militar-
11ly. 'There will always be points at which the economic aspects
of Soviet roraign'bolicy_cverlap the miiisery or brepagand&
pnases znd appear to be non-economie or political in character.
Tne economle elements, though not clearly commerclal in the sense
of wasstern policy, are significant,*aitnough a8 pointed cui sbove,
tne motivations of ﬁness economic pélioies are’gea#ed to avtotélity,
of so-called political policies.

1n acknowledging "non-economic" motivetions and the "non-
commercial®™ nature w hich sometims s charscterizes Soviet trade
policy it must be made clear that this in no way implies that the
Soviets disregard or are ignoéan& of economie principles. It
snou;d<be okviocus tha@ £ne Soviet Bloc leaderénip nss a keen
familiqrity witn economie principles as operative in free

: economies:
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}econbmiea: Tney not only nave a knowledge of economie¢ principles
but are highly skilled In manipulating economie forces to their
own ends., It is incldentally interesting and pertinent to note
that a number of their leading diplomats are tralned economists.

T put in snother way, foroign trade for the Communist 1s

a weapon in their total policy of economic, psychological, and
military apgression for world domination. As one US obsurver

' pemarked from ambassy Moscow:

"The ldea that Hussia thinxs like a Western nation
and regards mutually profitable trade between fast
and West as desirable and in itsself is completely
inconsistent with Russiats phllosovhy and her words
and actions. cSvarytning is subordinated to the end
goal of the viectory of trie communism tnroughout the
world, and her stated aim is to destroy all non-
- communiat governments. The Party history, which is
obligatory in the sducation of every Russian, states
a8 its foremost conclusion that she must be revolutionary
in her attituds towards the bourgeoisie and 1ts state
power. If she engages in trade it 1s because she has
to do so in order to survive and strengthen herself
for the ultimate goal, Because of the eomplexity of
modern techniology, it is not belleved that the West
has a clear 1deéa of tne nature and extent of Russia’s
dependenca on the West, or of tne stakes of the game
that 1s possible to be played in connection with trade."

3y
-'Tne f'act that trade is A means for galning indoéandenco
from the reliance of tne West (See I:1I) and the ract'that this
ﬂeapbn often n:cassitates sevefe dameatic_saérificaa, which the
Soviet leaders are ever ready to eqfofco is stated by the Soviet

Government in tne anniversary article, "Thirty Years of Soviet A

Foreign Trade:"
"In

SECRET « SiCURITY -INFORMATION
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"In carrylng out sccialist Industrialization at
tn3 axpense of internal resources the Soviet
Govermmen®% nas striven tu expand trade relatlions
with foreign states for the purpose of importing
tne necassary industrial equipment in the interest
of accelerating execution of tne plans that have
been made for industrial construction." 4¢

One outstanding example of tois policy is found in the
grain policy of the USSR. The importance which the Soviag
Government attaches'to graln stoecks in its possession was aptly

epitomized in 1947 in a statement by N.'Anisimov, who was chief

aditor of tne newspaper Soclalist agriculture:

"Phe strengtn and power of our country in the main
depends on grain rescerves in the hands of the Govern-
ment. Grain is tne strength and force of our
soclulist povier-~tane might of tne Soviet army.

Grain is tne stronghold of international authority
and lndependence of the Joviet Union. Tne mors grain
our Government has, the §raatar*1n irs 3trength in
the international arena.

This statement was guoted in a despatch from mmbassy Moscow
in January, 1982 with the following pertinant commeﬁtary
(paraphrased): 43/

fo forecast the extent to which the Soviet Govern-
ment might use 1ts edditional supplies of breadgralns
for export is impossible. Russia has ranged all the
way from the world's principal exporter of grains

to exporting none., lThe domsstic supply situation has
not been the dstermlining factor governing exports.
JIhe extent to which Soviet citizens were deprived of
badly needed breadgrains during the first Five Year
Plan in order that tns ambitiocus program of industrial-
ization could be finenced, is well known. The Kremin's
willingness in 1946 to export grains to France while a
coalition government was in power and its unwiliingness
to consider a 1947 agreement when the Freneh Communist
Party found itself on the outside looking 1n, as the
Schuman Govermment came into power, are well remembered.

In considering
SECRET ~ SECURITY INFORMATION
Approved For Release 2000/08/23 : CIA-RDP64-00014A000100060001-5




, : RiV=%
Approved For Release 2000/08/23 : CIA-RDP64-00014A000100060001-5
In considering tue possibilivies open %o tne Soviet
Government for use of i%s in¢rsased graln supplies,

- it must be remembered that political expediency and
the use of foeod as a weapon could be. strong factors
iufluencing a decislon.

Tne monopoly charscter of 3Zoviet trade, togath@r'with its
other features - priority systoms and totalitarian objectives =
draw for decreasing depsndence on other areas, distinguisning 1t
snarply from the policies and practices of its Westerm trading
partners., It is imporf%ant to recognize that Soviet pollicies are
no% only different, bult that they result inevitably in a polley
of discrimination vis-a-vis Lne Free World and a pollcy which i=s
.completely incompatiole with the commercial principles which are
espoused by these nations, including tne concept of the expansion
of world trede.

In & report of tne Office of Intelligence Researeh entitled
"Czecnoslovak Liscriminatory Trede Practices witin Specifie
Reference to GATT Violations", thls discriminatory policy is
described as follows:

"Discrimination against tne West 1s a corollary %o

the rorced integration of the Czech seconomy into the -
Soviet orblt, anu takes the form of apecial prelerences
granted to the Soviet Bloc and Czeeh use of various
discriminating trade practices against the wWest." &

One concrete result of. Soviet trade poliey {particularly
priority planning and monopoly power) detrimental %o Western
traders 1s that .he traders of the Free World cannot sell any
product® whieh doess net fi%t into the govermanua1 plan of Soviet
requirements. As explained these reyulrements are not determined

on the
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on the basis of "demand” within the country but by long-term
governmental plans geared to strategic needs of a war economy.
Given tne intérnal policies of concentration on heavy industry
and tas development of mili%ary war potential, tne consumption
demand elemen%, which is such an important factor in Free World
trdde, is scarcely considered in Soviet poliey.

There is naturally a\necesaity for considerable flexibility
in Sovie® negotiating within 1its frame-work of priorities, ocu%
oven in tne realm of the so-called non-essentials, purcnases are
kept closely to a priority pattern identified with tne most
yital internal requirements of tne signifioant sectors of the
économy, usually the needs of neavy 1ndustéyo Exceptions are
those inétances in which tane Free World traders are able to
enforce the sale of certéin items of lesser Sovlet 1nteres£ as &

condition for t.e sale of other items of higher Soviet priority
.‘concerno | |
| The key Soviet Bloc policies governing trade with the Free
World are thus drastically at variance wita the commerclal
principles and pollcies wnich ars espoused by the greater part
of tne nations of Free iworld. usven in trade in strateglc items;
Western und Soviet policies are develeoped from different stand-
points. Tna.expovting policles of tne Soviet Bloc countrles grant
priority consideration %o the sloc with respect $o agll products
ﬁrodu@ed'domestiéallyo Tne development of'Soviét Bloc independensce
from the Western world is the prime objectiveo' It is specific
policy
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policé that no defense materiais of any kind may oe anipped to
tne west except as obviously necessary to obtaln vital items
nead=d witnin the Soviet ploe. Tae definition of "defense"
materiels is much broader than our strategle list type of
definition. The repeated statements of tne Poies that "Coal

is thelr strategic commodity and they want strategic commodities
in return® 43/ 1s an example’, For all intents and purposes
tne Soviet concept of étrategic goods refers to hard, durable
goods 1in genaral, products of acavy industry and probably most
raw materials raquired for heavy industry. This policj of
restrigting.goods deliveraed to tne West except on the basis of a
clearly favoraovle gmgqvgro quo is quité bluntly stated by the.
Deputy Cpairman of the Lcuncil or Ministera of the USSR, now the
guiding hand in CEMA., He stated that the USSR had no intention
of assisting Western Zurope to close the dollar gap by providing
it with bread grains and orier commodities otherwise obtainable
only in the dollar areao4kbf The sale of such commodities, he

said, would oe made only ln such quantities and for suech periods

of time us mignt éuit the USSR,
. v It 1s

*In April 1951 Prsmiar Mine!'s address to tne Sixth Plenum
~of tne Communist Party includad tals statement:

une report of a specific example of tne implementa-
tion of tals policy came concerning the negotiations
with France in wnich i1t was stated that the Poles
"continue to refuse to deliver Polish coal on 'clearing
account?, pointing out that coal 1s a strategic product
and carn only be exported against suoply of other
strategie materials, for example, non-ferrous metals. "

4.,5{
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SHORET - 3EOUITTY TRFORMATION -

YRS o

It 18 true that presen® policles of tne western nations
also restrict trade in line witn sesurliiy interests. However,
western strategié trade policles are, for tne most part, still
considered as only an aberration of a baslecally non-discrimlna-
tory commercial §olicyo Ciose examinatioﬁ»will show that, =ven
if Western policy is interpreted as dlrected towards the thwart-
ing of tne economic developmen%™ of itas Cold War opponents and
in developing lts own military and aconomic defense, the two
policies operate from entirsely differen% premises in botn\taaory
and practlce. On the one hand, ine wWest ellows all but a
number of selected strategic items, to pe exported to the Soviet
Aﬁloc, and leaves tus needs of its own re#rm&ment and economie
development to ve met for tae most part tnrough the world mariket,
in which the Soviet Bloc State monopolies nave wide access. The
International Matérials Conferance does permit priority for
certaln Western countriéa with regard to some short supply raw
materials, neﬁértneless there are many dafehae and essential raw
materials for which the West and Soviet Bloe bid competitivaly
to the disadvantage of specific Western nations. Ou tne otheér hand,
tne objectives of the Soviet Bloc specifically require (1) that
all 1¢%s requirements receive priority attention vefore exports
to the Free World are permitted, and that (2) exports to the
West are to be specifically limited to non~gssential goods in

s0 fa»r as

AaSoms interpretation of present wssztern policy would
restrict its intention to the even narrower objective of
restricting not tae present economie {military industrial)
development out tne military potential of the area at soms

R e P roveaFor RelEads 2680/68/84 26 1A-RDP64-00014A000100060001-5
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SuCue® = SACURITY LNKORMATION

snterprise and e minimm of reskrletions on foreign Srada
should be applicavli: only as u forslgn econbmic policy in
rolation to the Free world. Two specifically different foreign
economic. policies are requisite in a divided world. Relation-
saipé vis-a~-vlis the Soviet Bloe must bve developadeithin the
concept of & clearly deflned policy of econonlc warfare--or
defense~-and not merely on the oasis of an ad hot exceptlons
and mitigations of the Free world policy.

Our economic cold=war policy must oe as positively conceived
and 1ntentionaily nlanned as ouwr Free Wworld economlc policy.
while the oojectivaes of tne Fres world policy are promotion
of commercial goals, tne strengtnenihg and development of the
Free wWorld, the objectives of tnc sconomic cold-war policy must
be strategy dircected at wealkening tne Soviqt Bloe sconomy
relative td wasternh world and to rest from it the initiative
und advantage in tune trading relations. At the heart of this
aconomic offensive must lie a coordination of Western economie
policies, just as the development of international agreement
and reciproeal coopsration underlles the exp#nsion of Free

world trade,
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V. COORDINATION OF ECOMOMIC ACTIVITIFS oF SOVIFT BLOC: CCIMTRIES

ao  The Neture of Soviet Bloe Coordination

e might aasume that if the Sowié.t Bloe eountries wars coordinating
their economic dealings with regard to ralations with %he Free lorld, they
would find no advantaze in onenly making an iesue of this tzmt.;—, 4gtually
much eould be gsined by maintaining the appsaranus of indepsndent national
policy in relations with the individual Western nations. This is ecactly
the case, It 18 not easy Lo prove that behind the individwal trade
nagotiations and activities carried on by the USSR and its satellitsas
there exists Soviat Blae ccoréina.nongtbut if the ¥nom faats are esllated
and logically analysed such a pattern of eperziion emerges.

The degree and the tightness of this coordinatior is even more diffi~-
cult to measurs. Cocmiination of trade setiviities ¢an exterd from the
informal exehange of information ex post fecte on a martial basis te the '
actusl bargalning en blee as a single entity. Soviet Bloe astivilies
gannot ba bclauimed ag ?aatgair;ing en bloc, but they arav fa? nora €o-
ordinated than inforrational exshange. 4 shtudy of various types of
paterial reveals Sovist 3loc ccordination aleng the foliewing lines:

1. A spegific eoordination and elearanes progedura exists in the
formulation of Zoreisn trade plans of sll the Soviat Flos eountries,

2. Thess foreign trade plans ars tied in direcﬂ:} with the geénaral
economi¢ plans which are alao 9losely cosrdinated.

(3

3. The

SECR T ~ SECURTTY TAFCEATION
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3. The USS™ is thr major direeting force ond the trade of eagh
- gountry is carefully gesrsd in with Sovlet neecs; if not also dirscily
with those of other sateilites, _

4~ Foreign trade of tha Soviet Bloc countries 1e condveted in |
accordanse with a cocordinsted Soviet Bloc trada neliey snd not in secord-
ance with diverse national polioies, This velicy is characterised by
 regulations which not coly cract the USSH priority in exehanges, but
also establish a broed system of priorities with regard to ccmmoditiss
and trading partners, _

5~ Although thers %s no trading en blec and sach satellite ia
allowed to negotiate with the ipne Vorld countries undar genaral palicies
and directives, Yoscow sndfor CEFA 48 Kept informed and in touch with
these negotiations and provides general directivas, Furthermore, aetusl
alearance or approval nay be required concerning some types of trange
actions., The sa%ellites still appear to have considerable flexibility
within the ecordinated poliey and programs.

6, Oceaesionally, at least, purchasing of strategic goods or ssle
of desired goods is undartaken by one member en behalf of other Slee
mimb,e;a, upﬁei«lly in inetencses where this strengthens ths bargairing
position.

7. There i3 "exchange" of dctaildd sxrmergial intelligence with
Mogseow if not among the satellites.

7t shewld

SECRFT - SECURITY INFOR ATION
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It should be elear that in apeaking of soordination within the
Scoviet Bloe, one cannot pusklitly mean the same type of eoordination of
rolicies or activities which one would witness in a free soclety. First,
all coordinatior 48 Soviet inspired and directed and even the cooparative
ventures between individual satellitaa auch as Czechoslovakia and Poland
do not hawe the mark of cooperation of two sovereign states, but the
sffect of an overshadowing Soviet priaauru towards integration of the
satellites with the Soviet esonomy.

Thus, a report from Vienna to the effect that the satellites are

nseparate puppats on separate strings manipulsted from “oseon” 49/ may

be quite an sccurate, if &ncamplate, descripticon. It is equally important .

to observs that these puppets are manipulated in a coordinated fashion

30 tha® t.hey'dancc togef.har to the 2ame tm"xe., As another report pointed
out, thers is obvicusly "a wide differcme in the degree of assimilation
of the various sateallites” into ths Joviet Blos. -l’-Z/ Caigequently there
is probably a wide difference in the naturs and extent of direet and in-

direct controls in all areas - esonomic, military, ote.

Saserd¥er  dhe type oF coordinatior is different by virtue of the
centrally controlled naturs of the ‘Soviat Bloc economiss. General com
ordination of satellite policles is accomplished, with relative qc:a;
in the dewvelopment or review of ﬂ;e ggme‘ﬁl esonoic and trats plans. In
50 far as the details of thesze plans are ooordinated, the need for direst
Soviat guidance or cootdinaucﬁ in the mores obyicus specific areas of
operational activity is diminsahgﬁ,A

The "SS"

SECR™T - CECURITY NFOPATION
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The USSR and satsllites should be considered as a coerdinaterd unit
in their dealings with ‘the Fres World, without implying eithsr a system
~of boluntary coordinated affort of sovareign natdens or that every detail
of opsration is subject o somz sor: of multilateral aprcement or i’:l'aare
arce which would ehsractcrizs svch coordinated affort jn the Fres "orld.
At a oonsequends, the evidence of eosordination rasts principally in the
nature of the centrally controlled ssoncmies and the scordinstion of ths
sgonomic and 2rads plans rather than upen reports of suses of overt eon-
sultation on srecific cCeals, even though a cartain amomt of sush aetivity
1s discernible. | '

The significent fret ia that the effect is one of goordinatec Blov
action, although the means of achlewing thst affeet may ba quite slien
to Free World processer of cocrdination,

It 48 most d@ifficuit to (’ia%rmiroe exgctly how far thisz intograiic
of the Soviet Blos has nroeeecsd in the realm of forefign trade. Soviet
- Bloo aotivity ean certainly be deseribed as coordinated in the terms
mentioned above, but in addition thare are some indications of & trend
in the direcﬁon of centralised purchasing and aelling‘ It is not pegsin
ble, nor necessary {or our rurposes, tc detéermine the axset axtent to
ﬁhigh the Soviet Bloc 48 moving toward totel esoranie integration. It 1is
certain that the Soviets huve the power to 'hmn.g this type of oﬁemtion
inte being as it proves advantagesous, and it is the ppténtia‘i pawer which
would thus acerue to the Bloc which 13 even more eignitiéant. than 1ts
present status. Already, oeeasicnally at least, the purghasing of stra-

tegic goorda or ths sale of desired gooda is undertnknp by one member of

SECRET ~ SECURITY TNFC™MATION he
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the Bloc on bshalf of other members, especially in instances in which

this type of operation ntrengt-hena the bargaining position. A Bonn
despateh cites the gradusl and systematie subordination of the sconomies
of Tast Germany and othar satellites over the past four years to the
Soviet control: - .

"Thua, Hunpary would he ordered to supply grain for
Cseghoslovakia to negotiate vith, and Poland would hava
%o suoply sugar for the D.D,R. barter transactions, etc.,
ant! 4t was felt that one day the D,D.R, would assume the
role of broker for the disposal of the surpluses of these
gountries in the West esnd for vrocurement of esssntial
satellite needs from ths vest. This 12 now taking plsee,
has, in fast, taken place, and Chiness rroductsa e.g., pigs’
Wristles, wood oil (1,500 tons), dried eggs (950 tons) to
the value of millions of D are being offered by the N,D.R.
%o the West, while Jast year ground nute from "anchukuo and
pigst bristles from China were supplied by Hungary to re-
duge her deficit with the Federal Republic.” 48/

3, Te
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B Tha Counieil of Mutual Ecvonomic Assistangg =
Organ for Loord inetion

Before presanting the evidonces of Soviet Bloe egonomie co-
m‘dinaficﬁ it may be wall %0 reviesw tha estahlishment of the ergani-
zation in wiich this coordinatior. is formally centored - the Couneil
o '.'utuél Feonomia Assistance (CEMA),

Vaﬂo_us reports indicate that et a meetiﬁg held in Sochi in
September 1943 a coordinsted egonomie plan drawn up in Hoscow was pre-
sqnted to the satellitss. This spparcatly zcnstituted a preliminary to
the official establishment of CEVA.

Oﬁ Janvary 25, 1949, Yoscow rsporded that reprasaentatives of the
U5SR #nd the Buropesn satellites,# with the exteption of East Germany,
hid held 2 conference in Yoscuw at which a Couneil of Fcénpmio: “utual
Asgistancs (CEMA) was created "for the purpcce of assuring broader

esonomic coliaboration among the participatinz countries. 52/ The de-

gisred ebjadtives of CEMA are "to exchange economic information, mutual
aid as regard- inforustion and raw metcrials, focdstuffa, machinery,
i:dustriel tools, ot .0

The implicatien that CEA constitutes an Fastern Furopean ™'arshall
Flan", or a bens fids in%erraticnal evonomic sgency of indevendent states,
or that it wus & defensive resmmnse to Jestern oxport gontrols is meroly
Spvdet inspired propsgorda to shadow the rosl purpose of the organisation
8% B me@haﬁia'm of Soviet snfeoreed intugration of the Eastern Furopean
gsonomiea, A5 one foures cermented the CEMA is 2 ™ame for a buresu-

gratic process by which Russin 19 develioping an iren eontrol over

» Polard, Caschzlevakia, Hungary, Mmiag, Bulgaria. satellsts
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satellite seconomies. There is little question of mutuality.” _59_/
' In a Sofia daily newspaper (Fabotnichesko Delo, February 3, 1951)

the CEVA is frankly termacd an agency to handle the resou:ces of the

satellites:

"is & resull of the devslopment of agonomic ties
between ths USSR and the People!s Democracies, it was
negessary to e¢reata & saparate organisation; whigh
would handle the resourees of these eountries, with
the objeset of utilising them fully and in the best
interest of the socialist camp, Sueh an organization
was created in Januvary 1949, in the form of a CEVA. .
(Couneil for Eeonemic Vutual Assistence.)" 51/ :

C. Evidence

SECRET - SEC'PITY THFCRUATION
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€. widonce of Soviet Bloe Coordination

e

There are threa major areas .of information in which the Soviet Bloe
pattern of eeonomic soordination can be diseerned: (1) through the‘ an= '
nouncementa mﬁde by 's:‘.hé Soviet Bloec eountries concerning the operations
of CE'A and the ccordin:tion of the aconomic plans of the Blog; (2)
through the collation of numercus intelligence rerorte on meef.ihgs and
other Communist activitiss which reveal the pattern oa.‘."Soviat Bloc
economie coordination and specifically the reports of various relicble,
well«infomedﬁoviet Bloz defectors, whose pronouncements tend to
collaborate and amplify this information and each other®s statements;
and (3, through ths notation and collation of reliably reported isclated
instances in trade dealings with the Free Vorld countries in which co-
ordination becomes apparsnt. -

1. VFWvidence: Soviet Bloe Statementé on Coordination

"The monopol.y mf, foreign trade in each one of the ezountries
of the peoples!' democracy is a means for the planred coordination of its
eacnomy with the economy of all countries of the ‘socialist camp". This
1s an officlal statenent concerning the coordination of the S'oviét Bloe
sconomies contained in & Soviet Joumal, Probleme ikonomike &/ {Problems
of Toonomies). The extensive coordination of the urodustion, egonomic
davelopment, and totel sconomy of the Soviet Bloc countries is exnlicit
in the governmental snmcuncements dealing with CEMi and those reporting

~on the various economic plans of the USS™ and its satelliges.

‘a) "R

: . SFCRET = SECUPITY JrFCTPATION
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(a}

(b)

(e)

(d)

USSR = Tha Soviet pericdical Qed Fleed, twe months vrior
20 the anncvncement of OHYA, ““Eenomic Cooneration between
Countries of Popular Demccracy'':

"It is well known thzt the eountries of nopular democracy
are reviving, rebuilding and developing their aconomy ac-
gording to & siirgle national economic nlan.,..Tt i8 natural
that the first (plans)...could not embrzce all the ovroblems
of economic cooveraticn and plan in detail the coordination
of economic activity between neighboring demoecratic states.
vevertheless, these questiocns were tren raised. Tt is al-
ready tve or three years since the pompular democratic
governrents set up their various forms of mutual econoric
aid,...AS regards the coordinatior of economic development,
the countries of porular demcCracy are oven more €1oSely
tying their interssts to the whole area in which they are

situated. Today alreuady the plans of Foland and Czecho-
slovaklia complement each other...vaper and cement indus-
tries (in Fumania and Bulgaria) vill be developsd accor61ng
to & single coordinated plan." 53/

fungary - Radio Bwiapast, Janwary 30, 1951, stated:
"The CKFFA.ds an instrument to _dewvetail th

of the Soviet Vnion and the. Peorle's lemocracies...” 54/

¥ast Germany - The “ast German “ome Service Radio Broadcast,
monitored October 3, 1950; reported:

"The admission of the CTR into CT”A has opened to the
Cerman people a prosvect of unlimited opvortunitiea for

- economic collaboration; integrated planning, foreign trade,

and the exchange of scientific and technieal information
with one=fourth of the earth."  ‘55/

Rumania - Probleme “conomice, & quarterly reriodieal pub-
lishad in Bueharest, reported as follows in 1949:

"The countries participating in the CE’A propose to extend
the sconomic collaboration within the Councill by reciproeal
investments, esrecially for the development of heavy indus=~
try and the best possible preservatior. of natural resources,
in addition to long term trade agreements and scientific and
technical assistance...Cooperation under C*A will help the
planning of every particinmeting nation. The economies of the
peorles’ dsmocracies and the Joviet 'mion differ in structure;
the eollaboration effected by the Couneil agtually makes the
sconomics ecomplementary.

The shortconings in the sconomies of thr respective
courtries wil)l be examined anc corrected under this broad
planned, economic collaboration, of CE'A". 56/

SRCR'T - SEGUPTTY TUFCRVATICN (e) Rungary
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(e} Hungary -« from a Hunparian language publieaticn, 1949:

"Looperation agraenents are being concluded with the
neighboring statss. These agreements define what items
should be nrocuc@d by ‘ungary, Czechoslcvakia or Poland .

.....

pdtin“ councr1es to certain groups of products, thus
‘making 1% rossibie to oroduce these products in larger
guartities and more economically.” 22/

(f) Fast-Carmuny = The Neue Zurieher Zeitung reported that
“the T'epubr tdnister of East Germany announced at a
derlin pross eonference that the Soviet-German fiemocrativ
Havublie “rade agreement had been conSluded for 1950-1955
and that % “does nct merely 1ist the goods produced und
offered Fu¢r export by the two trade partners;, mt basiec
considerauior. 18 given to the requirements of the twe
ecounbries and to the coordination of their productior.” _ﬁ/

The.coordination of Soviet Bloc econoric astivities 15 not ecifinad
to internal economie prchlems but naturally also covers foreign trude
activities since theae trada actiﬁitias ara so cars<fully integrated with
the total ceniral econonie centrol. Coordinatior of'fbraign trade ugtivi-
ties is imolicit in othar pgovernment statements, a8 wall am explieit in
the 1nte111genca\raports ard the statements. of dafectors quoted in the
ensuing portions of th;s rarar. The official statement on trade poliey in

the Soviet "meyslopedia (Xratskaya Sovetskaya Entesikopsilig,l943) clearly

pointe cut the fact tha% econoric plans for the economy and foreigr trace
plans are inseparabls;
"The foreisn %rade of the Soviet Union must be seen as ar

unalterable virt of the planned ecenomy of the country, :nd
1s Tounded upx the basis of the foreign trade monopoly. ." 59/

In August 1G50, an article in the Pclish newspaper RzecZposcoiita

makes the point equaily c¢lear in discussing the "licicing of the Polish

agonomy to the seonomy of the USST and the Peoples! Democratic cowrtries”:

_ , : ", ..diseivline
SECRFT = SECMATTY T™MR-=ATTON
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nent of the sli=year plamm...end...grzat efforts by all
branches of foreign trade will contribute to overcoming
difficulties and implement our foreign trade plans and will
link our eccnomy to the planned economy of the USSE and the
vaoples' Denccratic sountries.n -7 '

Deputy Premier Rau of East Germany in a speech in Faﬁ;uary, 1952,
referred to the intsrrelationship of the gensral economic and trade

plans and economic coocrdination.

.

“The fact that these (CT”A relations) are permanent and -
actually exranding econcmic relations naturally leads to
the economies of these countries bsing coordinated through
their forsign trade. Their reconatruction plans, too, are
vitally determined by their foreign trade." 61/
He goes on to discuss how the trade agreements are prompted bv the
interest in mutval promotion of rapid industrialization.

Two fmplicit raferences to ths jurisdiction of CE'A in the field of
foreign trade are found ir the proported text of the Crva agreament. These
statements clearly implv that CEVA has jurisdiction, under certain circum-
stances, over not only the national eccnomi¢ planning but the foreign

trade of the member nations.

"(1)onobne of the purpcses of organization has referance
to the function to "assure sale of products of member
countries',” '

"(2) Article & provides that the present protocoel doss not
*exelude, annul, or altar commsrcial agreemsnta already
8igned by tha member countries provided communication ¢
the Secretary General'." 62/ _ ‘

2. Tvidence

SECRFT = SECTRITY TIWPTUATTON
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2. Evidenca: Reporis of Tefmetors omd other Tntellipence Reports.

Intelligence revorta from reliable scurces concerning CEMa and

its activities amplify the official statements such ae those cited gbove
end indicate that corsiderable coordinatior is plemnad and being sarried
out in the general economie field and in foreign trade relations. The
statements of wariows wall-informed defactora from the Soviet Bloc are
varticularly useful., In genaral their astatements dovetafl with the
information reseived from other ﬁources,‘ A nunbsr of statements from
these warious scurges ars quoted below with rela*iion to the followiag
topics: |

(a) Purper'laeﬁ Text of the CFMA Agreements.

( b) Centralized Control and Coerdination of Soviet Tooncm Les .

; Ex¢chenge ¢f Information. ‘
(d Coordiration in Trede as well as Genaml “eonomic Plaaining.
(e) Coordiration in Financial Operations.

(a) The Purported Text of the CEVA Agreement.

The mogt detailed and comprehensive docﬁmnt on this subjest
ia the purportes text of the agreement esteblishing tha Council of “utual
Economic Assistance (C®A). The dosument has been formarded to the Nparf.m
ment through various intslligence channels. 22/ It closely paralleis the
lCommmut press annoumemenis » but stipulates objectives and‘ activiiies
of the or_ganiaat.ion in greater detall. Among the burpoaea of the organi-
eation it eites: coordingtion of the Soviet Bioc economies within a
general economic plar, the standarization of indusirial prod'u-atap and tha
"assurance of sale of pruiucts” of member countries. Fxgcerpts from the

téxt. follow:
"Article 2
SECRFT - SECURTTY INFORMATTON
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*

The marposas of this orpenization are:

bo  To eroptizarte the sceacmias of the sigpatory
couniries w'u‘k. ihe gensral aconomic plan developaed by
the councii.,’ T

' B To supervise consolidation und development in each
country of indusiries and reasources of each of respactive
ceuntrias in suth a manner that industries of all signatory
countries will not longer bz competitive but will not longer
be competitiva but will compose a homogensous whole, gompl e=
menting one another,

C0 7o sid in aecoromic rsconstruction of each country
individualiy, bearing in mind for this purpose rossibilities
of providing sach country with raw materials,

Do To increase capacity of each country for production
of raw, procezscd. or semi-processed materials by establishe
ment of mixed. compinies or gssociation on basis of exploration
and exploitation of surface &nd Sub-oil reSources.

W, ‘u arrzoge for the axchangs of experiences.

F. To stsndardize and Incroase quantity as quality of
indusTrial products of the signetory countries,

G- To assure sals of products of member countries.

‘B, o eccord assistante by loans or arranging invest-
ments for pUrnones of Strengthening the economy of each
signatory ecourtry.

"Article 36

i permanent Segretariat General will be created with
seat in Moseow. ..

"Article 5,

Bzginning with the year 1950 eocanomic plans: of a8ll member
countriss will be drawn up in conformity with advice of Couneil,
but for pressnt year eath signatory country will endeavor to
adapt its own eecnomic plan to provisions of present prntoool
ard advics of Uscretary General insofar as any investment of
funds in execution of predetormined parts of economic plans
of each membar country has not taken nlaca up to signing of
present piatocol.

¥ Announcements have been made of Signaturaes of such agrecments
for five-year pericds to 1955 by (zechoslovakia (November 1950)
and East Cermeny (October 1051).

"Article 6

SECRET = SFCITTY INFORVATION
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marticle 6

Prapent protogol neither exeludas, annuls nor alters

in any way comnercial agreements already sipgned by any
parties to this agresment and which are corrunicatad to

Secretary Cenasral within period of 3C days.”

(b) Centralizad Gontrol and Coordination of Soviet Tconomiet

The centrulized control of the Sovieb economies is mentionad
g by innumerable sources. tome typlcal reports follow,
u repert from imbussy, harsaw, states that Lychowski, one-tine member
of the Polish dslegition to the CF, admitted that CFMA was created for
the major objectivae of achieving “rationa?&ization‘ in induatrializstion®

ard in order to achieve snentraligzation of economic planning in the area. é‘-‘/

The Senior Vice-Finistar of *olish Industry is reported similarly to have
emphasized the "over-all planning aspeet of CErav, (:_5/

An intelifgencs report of “ay 1952 quotes a Swles publicatior which
presents informaticn on the tight‘cmtrol which CEY: exercises cver the
nationai econories. The informetion was reportedly obtainad from tovrces

behind the Iron Curtain:

"he Comneil of CF*. (Council of Feonomic atual Assistance)
in Yoacow employs two thousand srecialists; of whom 70 vercent
are Hussiins. All East Blot countries have to submit monthly
inventories of their raw materials, procueticn; ete., tc this
central of'fice and rmuy no longer change their plans without
its nermiseion. After 1955 thers will be only one single
economic plan for the entire Fast Bloe." 66/ 25X1C5b

telised control sxd-ted by tha USSP in more general but similar terms:

25X1C5b

"The Statc economic plans are prepared in Bulgaris ard
sent to the U537 vhare the Soviet Government modifies them
uccording to Soviet necds and desires. The plans ag returned
to Bnlgaria are wnrealistic snd impossible to fulfill. Fut
no one in the Bulgarian Govermment dares to voice any ot~
jactions for fear of being called a sabateur.” 67/

SECRET = SECHRTTY THRNRMAPTON {e) Collestirn
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The coowdinatiun_cr traca policy must naturaily be baseﬁ ﬁpon
the exehanpe of infomadicn, The rarporiad text of the Cl'Ph made spacific
provision for this and wasious inteiligenes refers to it epecifically.
A report from a well-placed source in London states that:

"In accordanva with the pensral trend of eurrent
econoric policy within the Sovist iBloe, thers i3 now
% roguiar exchsrge of irformation among the planning
miristries of Soviet Bicc countries. The sole ex-
caption is the 1857 iteelf whieh releases no figures
of plannad and aatual producticon or imperts, From all
other mcmbars {of the CFMA) ths IR receives monthly
reports on imports and productien as well us details
of planned production and imports (both short and long
term), current bottlenacks and other difficulties en-
countered, ind a certain amount of information on
technicel anh scientific development " éﬁ/

{d) Coordination in Trade as well as Cenerul Fconomic Plasning

hile 1t has been gencrally recopnized that the CEMA was in-
tended to effeet coordinatior of the Soviet Bloc economiss, there has
been =some quastior: as to whetrer this coérﬁination vas supnosed to extand
into trade activities of the satellitesol The nurrorted text cited above
clearly provides for activigy of CFNA inithe trade Iield. Tnnumarabln
othér reports make clear that the USSP, ﬁaihly through the mecharism of
CENA, is affecting an increasing coordinatior of the trude policies snd
activities of the Soviet Bléb countries.

The varicus defectors have freguently poiﬁted ont thut. a

coordinatior of trade policies axists, even when they do not always agrae
on the degree and extent of the coordinstion. The information available

from
SFCRNT = STCITTY PROMVATION
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from thesa defsctors is probabliy 1;he’ moeet valuable of intelligencs data,
although it is aubject to severe limitations, due to Sovist nolicy of |
restricting and compartmentailizing the knowledgs and activities of even
its most trusted, high level Communists. Recausa of 't;hié nolicy ~ven
those who were amployed in relatively highelsval rositions in ths nige
. tries of Foreign Trade canno% deseribe the entira foreign trads molicy
and operations of their country. Only a very Tey Communists are ners
mitted to be aequainted with more than & small sagmen® of the field in.
which they work, 7iis voliey, ineidentalily, ;is congistantly applised to
- the bureauecracy in the USSR :s well as ir the satellila governmsnia.
Dearite these limitations; the defectors from the thres major
satellite govemmem‘.s—( Gzeehmlovai:ia, Peland, and Rast Germany) aave
provided consideratle detsil and, ﬁoat important, the information seems
to be mutually conzistent in terms of general comrent and in thos: areas

in which the i'eape@’&i.vez defectors nre most comnefent to &peak. 25X1C,5b

25X1C

stater sracificslly that the Council of Watual Aid has a

&

coordinating roie vwith regard to the fo_reign trade of the Sowiet Iloo

countries:

"...811 foreign trade plans are worked out in CEMA, in “eucow,
fror whers they are handed to the Czech State Planninz .
Cffice which in turn breaks it doan and pasves it on Lo

the varicus ministries whose Jcb 1t 48 to furthor disiri-

bute it to the various factories or forelgn %rade monopalies.

4 counter plan is also made which is based on the submissions

of the

SKCRFT = YCURITY I FORATION
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of the fpglwldual plane amd Mo forsipn drade monopolies,
gnd the cocrdination ci this counter plan with tha one
handed down 7o the CFI4A is at the level of the ministries
and the Stute Planning Office, Tris orocedure conflicts
glightly 1ith previous notions of the ralationship of the
State Planning CGitices and the CEMA according to which it
was believord that 1t is the State Planning Cffices whieh
worked out the detgils of the Forelgn trade pians and sube-
mitted thew to the CEP. Tor ccordination and epproval. In
practice there may not vta such a confiict bebtween the two
procadures cinceiit is likely thut the CEMA gives in-
struction alonpg bread 1ines to the State Planning Offices
and the planss sabmitted by the State Planning Nffices undar~
ge several revisicns ano are in effsct constantly amanded 4n
the course of ths coordinating and revising function of the
CEMA " £/

“ g‘

4 dascriptior of the duties of the Crech delegate to the CEMA

in CENA 18 with cmst-%est trade among other things:

25X1C

Y..othe Chief of the Czech delegation {to CEMA) actually
has the final word on all importunt decisions of the (Czech)
nistry of Forelgn Trads; those concerning trads with the
Fast as well as trade with the ie8%,..in the party hierarchy
he also outranks the Winister of Voroign Trade." 70/

25X1C . :
_placed graat empharis on the fact that the

cenber of economic activities of all Fastern “uropsan countries is now

loceted in CFYA and in Mosécwa HHe considers "this to be development
the importance of which has been sorely undorrated by Vestern commentators.
He goes on to polnt cut that "act on'y the oxtent of trade with the USSR,
bul the harmonization of trade relations between the various satellite
states depends entirelv upon decisions nade in Voscow (the meat of CRvA)...
Tt decldes wﬁat items should be imcorted into Czechoslovakia either from
the Exat or from the Vigst; all nroangctive acquisitions are elzassified

A ———_———rTa

according to an econcmic priority coefficicnin. 2}/

' The high
SFCHET = STCUNITY T@ FORMATTON
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The high level Swviet directior is repsatedly mentioned, Another

defector reported similariy. Although he was #lso ir the Ministry of
Foreign Trade, he had litile orportunity for direct condast with the

work of CEMA and admitted that he did not know very much of its operatien.
!‘Iawvf;l'ie'slas’.a9 he coull state that it was gaﬁsmﬂ,ly krovr that the pup-
manent Sserctariat was puided. from 3‘~*c3@m by Wikeyen, the ex-Foreign

72
Trade Minister of the US3l, now Soviet Viece~Prime lirdsnter. ‘*‘/
25X1A Numerous other riporis make clear that the CE“A angaped in. co-

*
(]

ordinatior of trade a3 wsll as general econoric plenning. 25X1A

&% a conference of th: hvads of the Policy Flanning Depertment of tle

East German Covermment mwmtion of the CEMA brought out the fuact that.

the basic preparaﬁory- planning for the economy of t-”hgs' orbit countrice

a6 a whole was amonpg vhe purposas of the CEMA. In sddition, the CEVA

was said to be respaniible for "relisving the bottlenecks in indivicdual

member countries by arraiging the tranefer of vroduction”, as required
frém ones to anothar. 1In %he cases in which the rasources of the orhbit
countries as a whola wera considerably inadagquate, *member countries

ware pemitted %o relieve their omﬁ botilenasks by imports fron non-
73/ , 25X1C

member ¢omtries". -—

Still another inieliigence r@port._
I | o vt ot icen oo

of CFMA:

"thile the government controlled export-import
agencioes in Prague and Budapset are free to nepotiate
compensation agreements with countries in Weztern Furope
on behalf of their respsctive governments, ail such

agrecments

T

SUCETT = SECURTEY TIFCHATICN

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100060001-5



25X1X

Tevel?

Approved For Release 2000/08/23 CIA RDP64-00014A000100060001-5
fuFze e iotnioy: 188 Lnvy o B8 W wod Lo Jde ﬂtﬂil »-h Pnﬂ"oval to
a Rugslan embrolYed eeniral oifice,..ouch details are
usually refercad by Geleprapt wo whis office, and spacial
linass are keoi open permenantly for the purpose. agree-
ment or otherwise is genarally received within a very
shord time. . ." 2&/ : :

The source citss two instancas in connection with negotiations
for agreshents with the Yetherlands,

The coordination of raw meterial purchasas is reportedly a subject
of discugsion &t a CEI'A meoting held in Voscow in June 1951, according

to an article in a Suies paper, Finenz and Virtschaft (5 eptembar 21, 1951):

"The arends of the meating contained the question of
the provisioning of the Fastern Bloc countries end specisl
attantion was rald to the coordination of increased oure
¢nases of vitgl raw materialSin the Far East." 75/

I -t @

spacific example of coordination of purchases. He gtataed in substance

that:

!

In vicew of the present stalemate in the trade
agroement between Ea¥t and vwest Germany, arrange-
mants are being made to include last Germany require-
ments in Polish and Czech imports from West Cermany
under Polish umtd Czech trade acrreements with Bonn.
The latest srresments, in fact, are belisved to con-s
tain some items which are destined for the DDR. ZQ/

(ne available report describes tne developmant of Polish-Csechoslovak
secnomic relations since 1947 on the basis of information obtained from
three former officinls_of the Polig. and Czech Ministries of Foreign Trude.
Interesting information ebout the details of satellits coordination are
ravealed, |

‘The joint commission for Polish-Czechoslovak co-

operation in trade with foreign (non-Soviet bloc) markets
is one of the most important Joint economic inatitutions.

Tre Polish
SECRVT - ECURITY I""'H“ATTnﬂv
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"The Polish-Uzaczhoslovak Committsee for Cooperaiion on
Foreism “arkeis is supposed to exchange irformation and i
experience gained in trading with the ltiest, to avoid export i
corpetition by apreeing on prices und conditions of payment, ?
and to coordinate imvorts in order not to bid up fmport :
prices. Commocdities involwved in mutual import cooperaticn : i
inelude raw hides, crude rubber, and corra. Fxvort co~ : f
operation govirs such croducts as textiles, especially
linens, sugzar, glass, china, ahd furniture.

Thae technigue of cooperation involves the gpeographie:l
division of axport markets for varicus itens, coordinetion !
of exmort oricss and shipoving corditions, commen purchase of
rav materials, sonsultations among Tolish and Czechoslovik
economic counzelors abroad, confererces among diractors of

25X1C export-import monopoly compeniss, ete. " ;ﬁf : %

has also prwwided consitiarable dastail on the cperationsl srpganizsetions
of the CEMA, whigch shiows that its direction in foreign trads matters is
both @orprohensive and srmaeifie. He reporis that the Foreign Trade Com-
missiona of the CEMA include a Committee on Commodity ¥xchanga (which‘
prepares commodity 1.sts for rasnsctive bilateral trade agreements):
Conmittee for Cooperativa on Foraign Markets; Committee for Prices.
Committee for the Exchang2 of Trade Agreamentis (mutwal informaticn}; and
Committes for t.»hé Coordination of Trade Policies. In addition, there are
the following Commitiees under the Finance Commission:  Cormittee ifor :
I'utual Financings Commiiiee for Coordination of Finanéial Agrasmente with
'.3’8/

Foreign Countries; and Committee for Bilateral Currency Froblems. ==

SPCRET = SECURITY T'FORVATTON
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8. _Coordination in Finwnofel, Opexatiens

Thera hes bsen much gpesoulation on the nature of the finsnsial
coordination amang the Soviet Eloe comtiries. ZEven less information
is availeble on tha coofdination of finamiél dsalings than 1s the ozes
with regard to coordination of commodity exehanges. Flnancial dealings,

howevar, are so clogoly velated with commodity trade thet it is reagonable 25X1C

w0 expeot that progress in the realm of trade coordinetion must be accomw
penied by epproximately parallel meesures in the f4eld of finance,

discusses the finensial arrangements being
doveloped in conneotion with that organizatiéna It deseribes a relatively
bighly centralized machenigm with partioulsr reference to the keeping of

_ accounts and coordinating of credits osteneibly granted under CEMA, es well

g8 the arrengements under the bllateral agroements:

#The generel mechaniem isg that trensfers, vhether of rubles
or of nationsl currencies, ere made between the satellite
national banks snd the Geosbank in Moscow. The latter keeps
speoiagl CEMA accounts in the different currencles. In effect,
this oreates a ruble bleec, the credit besis for which is con~ |,
trolled by the Directorate of Foreign Operstions in the Gosbank.
Ag far as is koown from good sourcas, direct foreign exchange
tranafers bstween the satelllites are now forbidden. -

This repressnte, in effect, the oresation of administrative
machinery vhich csn be nsed 4o reduce ths national currencies
of the satellites to roughly the present status of Scottlsh
bank notss, and eventurlly bring about the complete in'hegrao ,
tion of the economies of the satellites.

Albanis has been ellowed %o do the rounde of the other
gatellitas o reimo credits, notably from Poland, Czechoslovakic
and Humgary. These nsgotiatione hove, however, been olosely
controlled by the Secretarint.®

This

SECRET _~ SEGURITY INFORMATION
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This deseription® the clearing mechanism indicatea the existsnce of
a “ruble bloo" for :internal elsaring arrangements, The adventege: of euch
a system were described in Jamusry 1949, in an artlols in Soviet fffairp.
en intellipenco puh’f.iczrtion of %he !ﬁffice of Intelligsace Researcl, entltlad
"Closer Financiel Ties Botweer USSR and Orbit Seen ae Possibility®s

RThe present rigld gystem of bilaterial treds and paymevis
agreaments; within the Soviet sphere could te givem some aspects
of mliileteral flexibility by the orsation of a mat of clearing
bookn; ey, &% the State Sank (Corbank) in Moscow, om wiich
oredits oculd be transferred in eetilement of bolanees srising
out of trede ond other economis relations dYetwesn Eastor Znropsen
couniyies. This wordd imply the wiliingmwesof emtellite
oountrice to ccouml.ate such oredits up to cortain speeified
amount, i.s. %o extend a corresponding short term credi: to

the eres &8 o vhole. Tnitially, ihe arsdita (i.e. working
reserves) could be estahlished ly the satellites by prior
delivery of crmymedities to the USSR’ or by tiwe extenelond
book credit for tha® purpose by the Gosbank. Farihermors,

the USR rdght assure the role of ghort-ternm international
banker,for the area hy extending liml%ed overdraft facllities,
and conversaly, erranging for the utiiization {or funding) of
wmnduly lazrge oredit belances...

A nmber of adventages would accrus to thy USSR in ths event
of tke esteblishment of a gystem cf ruble elrexring (or 2 slmiler
system bared on like principlea). Economieaily, the Soviet Ualcn
would be gble to free iis trade with thn orhlt firom strixt bila-
teraliem end o conduet 1% on 2 wore nations!l multilater:l basis.
This sdvantezo has been inpliciiipacinowledsed ty the oraaiion
of tre triangular ocleering sycten betveen the USSR, Polaxd, end
Czectoclovekin referrsd to abeve. Th additiom, 17 the 1iltdel
balarses were established by prier delivery of comnoditiss from
the satollites to the USSH, ard 1f the forms: wers requiced to
meintain rindmom oredit balencee, they would in effect finance
the establishment of the vhole ruble elwaring system, with ths
USSR as the tereficiaryeeo

Given the cconomic orientaticn of the satellite ecumtries
toward each ciher ard towarsd the USTR, a clearing syster wonld
be of service to them in ﬂ;ntrodnyag greater flexilbility inte
intra~Eastern Furopesn trade.” &

In sassence,

‘ECRFT_— SFCURTTY INFORMATION

o

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100060001-5



i9e23

Approved For Releagg.2000/08/23 &I ARR A§4(goo14Aooo1oooeooo1 5

I essence, eush 2 cleering eyrstem would represent an arrangement
among the Soviet Hloc countrries which would not necesearily modify directly
the econcmic relationships with ?ree World nationa. If such an axrrange=
ment for clearing were extonded to furm an actusl foreign exchenge pool,
administered by Gosbank or its sgensiss, a machan:lm would be estahlished
vherelyy the satollites would twrn over foreign exchonge earmings to the
Gosbenk which wonld eredit them witﬁ ruhle balencem. About this type
of mystem the article in Soviet Affaira stated:

"In prinsiplo, the system...would be guite aimilar to the
present storling area arrangoments with 1ts dollar pool. Initial
ruble oredit balandes would be establishea by the eatellites
by surrendering their prosent foreign oxchange ressrves to the
Gogbank, =2s well as by prior commodity daliveries to the UBER.

~ The USSR would ererciee a baniing functicm by financing
oocaaional foreign exebange chorteges in the pool ae a whole
from ite large z0ld reservee or it could sell zold to the
pool in emhange for ruble credit lmlancee (which could then
be treneferrcd in settlement of obligations to one or mere
satellite sountries)t.

The article defined thie type of mysiem as a ruble hlos - that is,
a Zorelgn exschenge pool coupled with a clearing system, Cormenting
upon the advantazes of this form of finaneial coordination the article
contimsss |

iFrom the Scviot point of viaw the advantages would definitely 4
exased those of = mere oleanring system. By foreing the satellites
to surrender thelr reserves mend current earnings of foreign ex-
change, the iable blos would make 1% difficult for sn individual
aatellite to broak awsy without the tloe's, i.e. the USSR8
congent, The satellite would not only lose tho value of its
ruble credit talences in the clesring system,but it would aleo
have to btulld up arew a foreign exchange reserve for trade with
ths Yest.

More significantly, bty allotting foreign exshange quotas fron
ths pool t0 its satelllites, the USSR would be able to exerciss
direot cotrtirel over their twade with the rest of the world., For
exanmple, sterling earned by Finlemd might bo re-gllotted through

tbe pool

| SECREY - SROURFTY .nggg'
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the peol mechanism to Bulgarla, i€ the USSR were to consider
the lnport of equipment by Rilgarie of greater importance to
the area then the imports of, for lnstance, cotton by Finland.
In other words, the device of withholding or granting foroigm
exsharge allocmtion could be ueed by the Soviet Union as it
meens of irplerenting broad politicel and sconomiec poels or
the sctellitee, as will as for overcoming resulcitrance. The
USSR need not necessarily le a net beneficiam: in the senmw of
belng a net druver of foreign exchange fiom the- pool, nor would
this considsreilion aione be likely t6 prampt the creation of a
ruble bloe.”

There have been oth:r goattered indications that olther a oles +ing

gysten or exchange pcol e currently in cperation. _ 25X1C v

‘ in srd
25X1C - Mereh 1951 reporieds
"Rhenever eamstiling is s0ldé by one of tho Soriet trade

delegztions abroad tie peyment acoroditive may never be
issued te the Jelegats through a losal bank, a1l ecoredi~
tives must be rede out direotly to the state bank in Moser®, 81/
An wmeonfirmed raport conceraing the eontrol of the Goeplan, tas
State Planning Commigsion of USSR, hed also buen received firom Paris
early in January 1949, That mperjb indicated that a trustworthy sciros
at that time stated taat the Ccaintern circles in Peris wore saying that
the Kremlin intended to ;lsca rll metters pertaining to overall omnaeioinl
and eccnomlo relations with the Soviet satellite states under the direct
control of the Gosplan scd that the creatlon of the Council of Matuiud
. Economin Assistsnce was o first step in that dirac‘r.ion.l &/
£. TIzade Coordinaticn ir Priging
In same instances trade coordinetion apperently exiends into pricing
polioies and sotting »f spoocifis pricss for commodities in East-Wes: taxade.
Prioing policies of fovist Eloo countries are dissussed in Part II,

Section II, but a couple examplse of coordimtion ere oited heres
I% wae
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It was reported that "at & recent sossion of GEMA beld in Warsaw
(September 6-7, 1951) tks Scviet Hloe nations agreed on a ing price
for eugsr of $167 a ton for ealee to the Western world.” &

A-more explicit report of coordination of prices are found in a
Merch 1951 report concerning a mesting of thes chalrmen of State Planning
Commitiee of the DIR, at which tha prineipel subject wnder discussion was
The mew export drive for the Mddle East and Fer East marketa,

It vas said that "the mpendiag tripartite agreemont between East
Germony; Poland and Czechoslovakia would produce a powerful economic
bloo vhich would bes abls to campete motively with British and Ameriocan
exporters in Far East and Middle Eest markets.® It was decided that
fexports will be made if necessery at dumping prices, the reduction of
axport prices being achiewved at tho expenme of the home merket..,” It
was noted t "Polend ond Czechoslovekin were expected to adopt eimilar
mWasures, . : v

The operations of a Sovlet Rloc state trading corporation, particulerly

with regard to price deterrination, are interestingly deecribed in en intelli.

25X1X7
zence sopert. roceived [ @
I - oo coviins v cpurvttonad 517

activities of the Hmgarien State Trading concern, CHEMOLIMPEX, and also
coneludes that the mschaniem includes coordination. This corporation is
conzidered typical of many other state trading agencies, The corporation
buya.anvl sells chomical raw materisls end pro&ucta, metal compounds, phar-
maceutical wateriele,ete, The report shows that the Soviet Hloo purchas-
ing epara‘aioﬁs are based upcm rather cunprehen,sivo. studying of the world
mexket prices end upon a pelicy which is geared to overall strategio-com-
moredal advantage. The report contsins the commont thet "this system
gvidently calls for lisison betwecen state trading ccpanies and bstween
the different stetes of tho Soviet Eloc. The dstells ere net aveiletle on

the subject® . .The detailed operations are desoribed as followss ,
" Yaced
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"Faced with tho meceesity of buying e product alrued, CHEMOLIMEEX
snploye a system proctieed in every stats fyading apgencr through-
out the Soviet Koo, This consists of (e) Cabling, wriiing, or
telephening the smwmereisd attaches, or of Moial or wwficinl
trads reprecriativer, agenolee; ots., or dixoct to the ccupany
mrodueing thr prodot « in all scuatzdes wiveh poemelly dispass
of this proedoot aw’. can mall it te Hingery cccording ts currsn®
commereisl ezcords... (6) Oncs a woek, a corference is iwld by
derartment hoade of CHEMOLUMFEX amd such oftere ave sorriinized.,.
() Mora lmpsrtent than this, howsver, is She demmentaien som-
piled from previonr correspondencs with agsute in all eonmiyien,
end from cozrsrolel atbtaches! reporis. This shows the wurreat
prices in thoese di{Terent countrims of ths praducts tha's Ringary
wvishes to ecil. {e) From this intellignce, the comferece
decides which offer it has received will resmlt fn the aximm
price belag peid from the mirdwee ccunterpart esls. I, for
exenple, Amzary wishes to uy saltpeter, the trading oimcern
involved idoer not seespt Chile?s waitpoter besavse it 15 &

peny cheaper then Pareguayis, wub stucdes the trading vossi-
bilitles 52 beth comiries, end, Linding 1% cun sell Paraguey
superphsophries at twice the pries thet Chiles will pay, aceord-
ing to ths current prices, anceptis the Persruuyesm offer. In

this wvay, Hmgary works t.grough har corrmgrelal agrsemen’s,

glving priecity to deals vwhich mean mll.lgg expensivaly, o@
buying ehsepiy not 1o terms of asoiued pricne, Wi in te:me of
ultimote 2lesrinmge betwoen Ruagary erd the combyy concirmed.
This mystsm !z equelly applleabls where Hmgary vishes o sell,
and the examination of world markel for s eounterpmrt
purchass somers afbec. 86
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3, Evidenoes  Specific Trade Denls

A8 it was polnted out above the evidence of‘Soviet Bloe coordina-
tlon in the field of trade is found primarily in the very nature of the.
ventrally controlled economies and the ennounced coordination of their
general economio and tradse plans, This is the chennel and means of
coordination. Since the coordinatiou is achleved primarily at the
polioy planning level, there is cbviously little need for overt coordi-
netion and consultation on specific deals, especiaslly while the general
soviet policy is to maintain the fiction that the satellites are
sovereipgn entities. Nevertheless, there ocoaéionally appears in the
specific trade and finoncial relations with the West some reflection
of the ocoordination dismcussed above. A few of these examples are cited

balows

(1) Hungarisn-Czech Coordination on Grainm Deliveries

In trade negotiations between Western Germany and Hungery,

.a tentative agreement was reached for the delivery to the
West of a certain quantity of grainm, this satellite being a-
traditional grain exporter. A few days later, evidently
after conversations with Mosoow, “he Hungarian delegate
stated that his country could not make any grain avallable,
put, at tho same time, a Western negotiator was told by a
gatellite negotimtor that there was no reason for concernj

it was hinted that the “estern needs would be met. A short
time later, in negotiations with gczechoslovakia, the Western
dd%wwwwemumwwwonManﬁMWWtMsme
emount of grain, Czechoslovakis, a traditional grain im-
porter, wus an unusual source, but epparently stood in greater
nesd of Western goods and was considered by Mosoow to be in &
better bargeining position vis-a-vis Western Germany. Woscow
had spparently "coordinated™ the economlo relations and needs
of the satellites. 81/

(2) Report
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Report of Soviet Bloc RFinancial Pool in Switzerland

All 3wiss Bank deposits and finanoial holdings of the
Pecples’ Democracies and the Soviet Union, which have
regulted from uheir foreign trade, are reported %o be
comonly adm’aistersd sinee January {1$8§0) ecvording to

6 usdually walle-informed intelligencs scurce., An Americen
intelligence officer was given oppertunity to copy thia in-
formation fron what was balieved to heve been an cxaet COpy
of the Bucharist-emansted confidential "Gominform Bulletin®.
These pooied Mmds ure said to be used "in aocordance with
one plan"., iisscow s said to bo the seat of & so-callsc
mixed sommission in orarge of this committee, Aocounts in
Swigs banks azoruing {rom the oommercisl transactions alrosd
of the USTA combine are alse sa'd to be part of the pool. EE?/

"oscow Pole ‘1 Swisselzech Trade

The Swigs Forsign Office reported that the Crechs have teen
suthorized by the Kremlin to promise the Swiss vital ras
materials if Switzerland would deliver machinery. Sincs the
Czechs requexted thut negotietions should take place in Mogcow,
the Swisn refumed to negotiate, stating they couid not rooept
conditionn thai wers pateatly politieal, Qé/

Collaboratiion in Glagswars Exports

Embasey Budapest reports that there is 3videnos that eccacmis
cooperation between Crechoslovakla and Jungery is well edvanced.
One piace of covidence whioh hed been aubmittad concerns sals

of Csech end Hungarian glasswere

In November, 1951, an American oitlzen of a large Uaited
States glesevars importing firm told the Budapest legation
that he hed coms to Europe to buy stemware at the suggeestion
of the Ceechr, but that later the Csechs indicated they oould
not supply ‘he firm end suggested that the Hungarien glessware
monopoly, FERUNION, might supply them., The J.3. representa=
tive did rot cpproach the Hungsrian firm, but two monthe later,
in January, FLFUNIO wrote to the U.S, firm ofPering specific
iteme and a lfi¢t obviously obtained from the Czechs, In April,
U.S. firm representstives discussed the matter with the Czoohs
in Prague, and the (zechs again referred them to the Hungarian
firm, FERUNION, and even offerec to assume full responsibiiity
and to accept payment on. hehell of FERINITN. 84/

.......
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(5) Polish Purchaces for China

fBmbassy Ceylon repeats a report thet Chinese Government
orders for rubbsr are now being handled through Poland and
that the orders which are bLeing placsd cn the Ceylon market
directly by Chinese intoreste are ounly quantities which

private importers are permitted to bargaine 85/
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OF SOVIET BIOC TRADING
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. I— -

TACTICS {PATIERN UF OPURATLONS) OF SOVIET BLOC TRADING

While stratégy perteins to fundamental policy end the nature of polisy
and its objectives, taoctios are the opérations or operaticnal patterns
'through whioch strategy is pursuod, Tho taoctices may vary markedly and even
appear selfecontradictory at timss, but they are perceived as omsistant in
relation to the over-ull strategy and ultimate goal,

Thé operational pattern of Soviet Bloe trading does not always appeer,

on the surfsce, to be unlike that of Fres World countries. The Bloc, quite

.i‘r"equantly, uses normal oommorcial chanmels, carries on its trade through

the traditional meohanism of bileteral trade and peyments agresments, as do
other Europsan countriea; end oonduots its negotiations in terms of world
pricss and supply end dcm&nd considerations, * This appearance of "normal™
commercial operations, however, is deceptive and mialeading, ﬁhough not
unintentional. Soviet trade is desigued to obtain for the Bloc the greatest
strategic advantege in any given situetion. Primary importance, howaver, is
focueed upon long=run and ovar-all foreign poliocy objestives, Individual
trade agreemonts negotiated by different Bloc countriea with different Free
World countries, though appsaring soparate and distinet, are related to
éaaential Eloc reﬁuirements end total strategic planning. Conusidered in this
1ight, the "success or failure™ of sny one operation can be ﬁuaaured only in
1elation to total objectives,

In

*ses Appendix C < Mechanisms of East-fiest Trado,
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In addition to the use of ™normal™ commercial relations to serve
Bfoﬁder objeotiveé ¢ the Soviet Bloe does not hesitate to employ neasures
of sn extra-legal or clearly “illegal"™ naturo, whenever necessary t§ t.ohieve
its desired ends, The tactios employed, aa wi J.i te demonsirated, are
frequehtly pleinly witheut the pale of accepted commercial practices

and justify their being termed "symptomatio™ of economioc warfare.
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I, MAXIMIZING TLRUS OF TRADE AND THE QUID PRO QUO PRINCIPLE

Ao Insistencs on Strateglio Tie-In

Ons of the methods by which the Sovliest monopolies maximire their
toerms of trade advantage ia to tie the sales of goods desired by the
Weat direoctly to commitments for Western export of strategio gocds,

Thies appliocation of & siriot guid pro guo principle is basic to Soviet

bargaining. The Soviut Blco uses the bargaining power afforded by its
exports in every way possible to maximize its edvantage end axfract the
goods it desires from the West at the lowest "strategic cost", |

Ths use of conl as a nsjor Soviet bargaining weapon was frankly
admit"cgd by the Polish Premier, who said "Coal is our strategic ocomodity
oe» 8nd we wont strategio commodities in return." y An even more- precise
application of the Soviet concept of quid pro quo prinolple is found in the
statomeﬁt of Polish negotiations to the effect that they would refuse to
oon_cludo commercial coal contracts with ball bearing producing countries,.
unless the agreements provided for the delivery of “embargo-type bearings;,"__z_/
Similarly in the Eoonomie Commission for Europa (ECE) the Poles offered obtl,r
provided ocopper anﬁ eluminum were offered in exchange, _:_5_/

When the Soviet Bloc discovers a Wegtern requirement whioch it éan meet
with coal, sugar, timber, eto. it exploits this demand to extract the
fullest commitmente in strategic goods, It is essential to recosnize the
nature of the Soviet bargaining and not merely conceive of it as "“hard

bargaining of astute oammerocial traﬁeraf’o The Soviet monopolies are not

! only
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only hard bargainera in that sense —vin obtaining most acvantasgeous pricag
‘etce « but their objeoctivs is not only the best commerolel return but
primarily a return most valuable in strategls terms, i.e. that which con-
tributes to its objectives of developing industrialemilitery potentinl,
decreasing ifs dependence upon the West', and if possible indueing We:itern
relienoce on the Bloe, Ths list of items whioh the Bloe has daianded on

various ocomsions, es the ging gua non. of a trade agreement or for d:livery

of coal, sugar, efo° is vsry long. It includes aluminum, silicon carbide,
‘tankers, merchant vesssls, spars parte, pig iron, ball bearings, ete. In
‘many oases, espacially whern dealing with a relatively strong Western
bargainer, the Soviet Blos negotiatore do mot go so far us to say they will
not consider an agreement which does not include such items; they merely
specifiocally tie the export of certein amounts of speocific Blo@_camnmﬂities‘
to Western commitments for delivery of specific strategic items,

One suoh case involv:d the gxchange of Czech sugar. In theICzesh@
Norwegian Agreement of Octcber 1950 the Crechs made the delivery of 2.8
million ﬁorth of sugar apaaifioa}ly contingent upon Norwagiem export: of
iron ore, pig'iron, ferrc alloys, silioon carbide, pyrites, ilmenite,
graphite, and aluminum, The other exporta and imports to be exschangid
were covered under a separste set of schedules, 3/

Embaissy
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Embazsy Oslo refors to a similar situstion ln whieh Norway was
forced to expart miea, chemicel pulp, and reyon staple fibre in ex- -
ohange for poods which the Enbessy oonsidered as "not of very great

significanos to the Norwegian economy®, _5/
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Be m:g!.r;nizing Ratio of Hard Goods for Soft Goode

A8 & part of moximizing tho ;:tratagie bonofit- from Testslisst
trade, Soviet trads policy is consciously directod towards maximi ging
the ratio of hard goods to soft ocods importad, |

Some very rough caloulations of 1950 trade indicate that at
loast 55 parocent of“l‘.'eatern imports from the Bloo consisted of non-
durable goeds; ®ogo, §oods which would in all probability be used up
within a shert pericd (22y within a year) either fer consumer or
industrial purposss (a.g. foodstuffs beverages, tob#oqo, fuels, animsl.
and‘vt‘iga’tablc fats and oile), On the other hand consumers items oon--
stituted only 8 porcent of total imports from the West, sinove almoet all
the Soviet Bloo purchases consisted of hard duradble zoods largely for
terms of induastrial purposes, ' | | ‘

Another comparison of slightly different oategoriss brings out the
sane point, The Mutual Seocurity Agen.oy has g-atimﬁd that in 1980
almost two-thirds of %catern Luropsan imports from the Europesn Soviet
Eloc consisted of foodstuffs, coal, and lumber while over twosthirds
of Soﬂet Bloc impdrta consisted of machinery 3 vehicles, transportatiom
squipment (one-third); motals and manufactures; tsxﬂlu 3 and chemical
produc;tao~ .8./ . | 7

Tt is unquesticnable that, in genoral, the traditional exchange
between Egﬁ end Weat is one of prein, timbor and other raw materials

‘ for Western industrisl products. Thus, in a sense the basie pattern is
one of Vestern ;ocds of Xong term usofulness, or hard roeds, exchanged

for
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for short term consumables. The hizh ratio of ‘hard coods presontly
imported by the Bloc should n, howsver, be sxplained merely as due to
" the charmoter of the arong-<an industrialiszed "wst and a Soviet Blos in
sarly stages of inudustrial productiem, Actually, ecosrding to ficures,
of the Eoonomic Missior f'or Europe (LCE) Eastern Buropsan imports of
machinery from the West in 1938 represented only 18 parosnt of total
imports while in 1950 they represented 36 percent. Y
Still another sot cf statietiwshows the disSortiom of the traditicmal
trade composition end emphasiszee tho effects of the forced industrializa«
tion of the Soviet satellites. OIR ARepm't 6347 "East-ilest Trade
Continugs to Deoline™, October 21, 1952, coatains the following sumary
statemont,
"eseCapital rocds still {in 1952) repreasont a iarper proportion
of Soviet Bloc Iimports from the West than they did before the
vapr, acoounting in 1250 fer 64% of nWlos imports from the Wess
as oontraated to n prewsr percentase of 52, On ‘he other hand
the percentege of Soviet Ploo imports devoted to consumer‘a
goods has been ecrsiderublc loss then prewar (27 as compared
with 167)* 8/ |
It should be racosricesd thet present Soviat Bloo polioien
exuggerate ths balence to the extent of restriocting “heat would be a
normal Westward flow ¢f industrial raw materials and nenufactures
and semi-manufastures, partiocularly from Csoachoslove<ie. Whateve:r
ecrnomie factors promete an imbalsnee in the exchangs of hard and soft

goods, it is 1mportan£ to recornize that the maintenm ce 'and axag torg.

tion of thie ratlio is a spsoifioc Soviet poliay,
‘ Tha
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The following eio exarpleos of this Soviet tactic of demanding a
highly favoreble rotio of hord for soft goods.

8 - In mid 195 nepotiations with Borway, the Poles speoifically
demanded a rotio of hard gcods from Norway to hard goods from Poland
which would be more favorahle to the latter than the providons of
ths r-eoceding agreement., '

b. Erbassy Budapest in sumerizing Hungary trade (in Ootober 1951)

points out that Hmgory's principal izports from Fronos, Sweden and

Belgium consist of steel, metellurgicsl semi-memufactures, and ball-

bearin iile its prineipel exports cxe foodstuffs and cotton tex-
t1les. ‘ '

e. The report sumnarising statements of two former Czech trade
officials aited previously pointed out Czech insistecce om soft
goode: "They sgreed that during the nogotiations for & trade
agreement the Czechoslovekian Delegation offﬂ’ primarily fsoft
goods? and demands primarily thard goods®.”

d. The /ustrien-Rumaniasn trede negotistions were reportedly troken
off tscause of Mumenlien demends £ arge quantities of "hard goods
in exchangs for non-ossentials®.

9. The Austrou-fhmgnrian compensation agreement of 1949 was éitod
in a despatch from Viemna es an exsmple of the inequalit hard
goods = poft geods exchange beotween the two countries. '

* Intrac, Corrunist-controlled East-West trade eoncern, soored
pajor success by snginsoring ons million dollar Austro-Rmgarian
oompensotion desl placing Mungarian salomi honey, paprika, and other
8lirhtly less wmrious foodstuffs on Austrisn merkets against steel,
spare porte, t0ols and drills from Austrian Alphine-Montan, Steyr,
and Boshler works, Intrac deals represent mejor dissipation of soms
of Austria's most important trade assets and thus ocuntry?s eoonomis
substanoe Yy shipping h:rd ageinst soft goods, finmoed by Creditstalt-
Bonkverein and already in process of delivery.* :

£. The pursuit of the scme policy in the Far East is indlcated in
an article enti.led "The Acoomplisiment of Foreign Trafe in Shanghal.®
In swmory, the erticle desoribes the wey in which lesser essentials
used to obtaln stretegio items in lins with the new Soviet imposed
policiesnt

®Shanghel
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"Shanghai is our 1mportmt foreign trade port, The
history of foreign trade in Shanghal is &« bloady cne, :
Important agricultural products wore exported for exchange ‘
with surplus zoods and lnxuries from capitalist countries. £
Now we use onion, turnips, :nd orabs to exchange for motors
medioines, dlorol ol1, resoline and industrial nntornll" __/

Tho offieial Soviet Goverament orgcn Jaeshnays Torgovlya
(Foreico Irads) announced this new Chinees trade poliey in an article
ir 1961, in ita statoment that, O

"The Chinase Peoplevs Republio imports only goods which are i
necessary to the national esoncmy.../fn 19607 the import of ;
grain and e numbor of other foocd and oongumer goods, snd also |
luxury items, was stopped; In 1951 further changes in China‘s !
imports have taken pleoce in the direation of inoreasing the |
relative share of machines and equipment,® _1_5_/

The terms of trade for Austria with the Soviet Bloo have beén oited
as partiocularly disadvantageous, this is brought out in a despateh
from Viemne in Aoril 1862, The relative cost of import and export
commodities vere analyzed as followsg

"In the period from August 1950 to January 1981, the uivrago prioce
for Polish coal was $12 a ton, In 1951 by Fedbrusry the prioce had
inoreased tc {21 a ton, January 1961, one ton of fertiliszer was
sold to Poland for $54 thus at this time one ton of Austrian
fertilizer would buy about 4,5 tons of Polish coald

"The price of fertilizer sold to Poland is now $67. At
present, therefore, Austria can only obtain a little more
than 3 tons of coal in exchange for a ton of fertilizer.
One ma: conolude thon, that, the terms of trade for Austria
vis-a~vis Foland have viorsonad, at loast on the basis of
the present axample,® 18/
The problem facing the Austrian economy is highli:hted in
additional comment by pointing.out thet doaptto.thit inorease in the
cost of trading with the Soviet Bloc it is still somewhat more socnomioal

than trade in this partioular commodity would be with the United States,
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Co Inoreasing Soviet Demande

It must be recogzaised that the nature of Soviet objectives and
bargaining is such that Soviet "satisfaction" with any current fradu.ugrsee
ment, es regards the incluslon of strategio items, offers no assurance that
similar quantities will mest with equal approveal later on., On the :mtrary,
the evidence suggests thet Soviet demands for afrétegio goods can a'mest be
oalled insetiable, Onoe acceded to, the Soviets will press for inorvasingly
larger shipments and other ooncessions in exchenge for the goods denired
by the West. Unless coordinated Free World economioc polioies are aile to
support the bargaining position of individual Western countries, th: Soviet
Bloc will continue to exert its unwarranted advantage. The followin; ere but
& few examples of this tactios

a) In 1950 the Poles received 750 tons of aluminum from Norwa;. In the
December 1860 negotiations they demanded, as a condition for an egriemens,

& commitment for 2,760 tons of aluminum snd the right to purchase £y immediate
delivery modern fast coastal vessels. EZf

b) In tﬁp mid=19651 negotiations with Austria the Poles asked, among
other things, for 2,500 tons of sluminum in ocontrast with 300 tons stipulated

under the previous agreement. 18/

o) In<hegotiation with the Danes in late 1951 they insisted ujson
inoreased guantities of strept omyecin, 19/

d) The Czechs also pressed the Norwegians for additionsl strategis
items, 1In the negotiations in the full of 1951 thoy demanded copper,
molybdenun,nickle, and zino in addition to the strategic commodities
previocusly imported. 20/

e) An ECA official in Paris at one time commented upon the pattern
of inoreasing Soviet pressurss and developing Soviat advantageous tsrms
of trade, These comments were miide in mid=1961 to the effect that whereas
the OEEC countries cculd formerly count upon recciving about 10 million

tons
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tons of coal a yeer from the Soviet Bloo, mainly from Poland, at prices
roughly equivalent os thons prevaliling for Ruhr ooal, at the present time
imports from Poland are flowing at an snnusl rats of only about 8 million
tons, but at prices which are double those prevalling in 1950 and closely
approximating the c.i.fo US coel cost, Thus, in effect Polish ocoal is being
imported in 1949 et sn annual rate of about 58 peroent below 1948 and with
prioces 100 percent above those of 1948, I1ikewise grains are offered above
world prices, and the increase timber exports to the UK from the USSR have
coincided with the reduction of timber deliveries to the Netherlands and
other ocuntries. 21/ ‘
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Do - Additionel Prassures

The Soviet Bloc doss not oconfins its efforts to extraoct or inoreau§
tho receipt of strategio ecormodities to the period of aoctual trade agreement
negotiations, .Persistent pressure, frequently bordering on outright intimide- |
tica and threats of reprisal, is often brought to Saar‘cn weaker trading

partners thfcugh¢ut the term of the agresement in tha attempt to effeot quote

changes or substitutione favorable to the Bloo. A few exarmrleg of this tegtis
are oited below;

8. In early 1951, the Polish Embassy in Rome asked the I*aiisn Poreign
Office for en additlonal 5,000 tons of high grade zinc ore and offered to
inorease their coal exports by 80,000 tons as compensation, When they were
first turred down, the Poles replied with sn intimated threat that if this
additional commitment were not undertaken it might be diffioult to maintain
the present rate of Polish coal deliveries for which the Poles were already
com:ited in the existing trade agreement, 22/

b, Our posts in both Prague and Copenhagen report the case in which
Czechoslovakla, after having received Danish exports under the trade agree.
ment refused to fulfill its ocommitmont to deliver two turbines for the city
of Copenhmgen unless Dommark mgreed to purchase copper and zino and other
items for the Czeoh aoccount.: This was ons case in which the presaure was
bluntly termed blackmail by the Western nation, and in December 1951 the
Danes were reported preparing to placs contracts elsewhers, 35/ ‘

c: A similar typs pressure was recently exerted upon the French,
M. Cherpentier, the Chief of the Economio Sectien of the Frenoh Ministry
- of Foreign Affairs, was asked to supply the Soviet Union with rubber.
. Mo Charpentier said that he told the Rusaians that Frenoe had never sold
.rubber to the USSR "It 1s on an import basis with respeot to rubber",
Mo Charpentier then stated that the Rusalans offered to make sterling
available to France, if the Frensh would buy rubber in Malya for the Russian
sgcount, This offer was also rejected by the Frenoh. The Ruseian representa-
tive then told the French that their previous order to supply corn 'should be
oonaldered as withdrawn because of the French refusal to sell rubber, but
that the Soviet Govermment would reconsider the sales of corn if the Prench
would sell copper and undsrtake to construot tankers for the USSR, The reply
of the Prenoh was that they would not trade in tankers since the French
themselves needed them and the situation with regard to copper was similar, 24/

SECRET - SECURITY INFORUATION

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100060001-5



Approved For Release 2000/08/23 : CIA-RDP64-00014A00010006000115.3
SECRET - SECURITY INFORMATION

E. Strategis or "Eszsential® Goods as Conditiom
Tor Purchsse of Hard-to-Market Goods

In addition to dsman’ing sfrategic goods fopr "stretsgic®™ or "ersential®

goods it exports, the Sovists bargain to obteln cormitments for delivery of
strategic goods in still another fashion, i.6., by offers to provide the

West with hnrketa for goods not readily saleable slsewkers., From tims to
time;the USSR or eatellites have intimated that they weuld purchase cartein
congumers’ goods or other goods which the West can only seli at less
adventageous terms, provided they are acoompanied By designated atretsgle
materiais which tﬁe Bloo has diffioulty in purchasiag, This partiocular

tactio was extensively gmpioyed as an induocement during the Mosoéw Economle
Conferapos negotiatiors, and from pregent 1nd16ationa will 59 utiligad
1ncrecsingl& in the future. The tactio is not uiﬁogethar new, It is the
‘governing prinoiple behind the trade agresments to purchase figh, agriculsural
products and textiles from Norwsy and other oountries, and it might “e an
element as well in recent citrus purcheses from Italy. 'The Bloc is iware of
the long-range velue and potentisl advantages of establiushing itself as an
available marke¥, in the eyes of Weatern industries and oxporters paticularly,
for goods which sre not readily sold in the West. ;s montioned abovi, such
overtures are frequently agoompanied by relatively udvantegeous offe s, at
least for & period of time, in order to stimulate and fouter Western dependencs
on E:stern markets, affording the Bloc en inoraasingly effective levirasge in
transaotions involving strategio goods,

How
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How this teotio worksz to the detrimsnt of the West is readily
‘illustrated Ly the Czech~Norwegisn negotiations carried on late in 19850,
Norwegian ncgotiators apparently oonsidered the proposed agreomont unsatis. ‘
fsotory. Polish feilure to agree to the delivery of 500,000 tons of roqutr.ed'
coal would have oausaed & broakingeoff of the negotiations, had the pressure
- of domeatic fishing interests, depending upon Polish.purohsses of their
produot-. not owrriddoﬁ ‘the firm stand taken by Hbrmgian representatives, _2_§/

A simller situation hes arisen between c:eoﬁoalmku and Turkeye. The
Czochs in 1951 were making the purchase of Turkish tob‘oco oontingoﬁt upon

simulteneous purchase of Turkish coppsr. 26/
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II. PRICE MANIPULATION

 An excellent illustration of Soviot trade tactics in implementing
its strategioc eoonomie polioy is found in the price menipulations praotioced
. by Soviet Bioo state trading monopolies, .

The prices charped for Soviet Bloo products and those paid by the Bloo
in importing from the Freo World may be in line with competitive world
priqea in many cases, However, there are also numerous instances of price
menipulation, Soviet prices for external trade are rigged to gain maximum
exploitation of the "competitive" Western merket in furtherance of strategic
atate ends. The Soviet pricing system permite guch manipulation in that it
is relatively divoroed from the supply and demend determinants snd does not
directly represent production ocosts whioch in geueral govern price poliocies
in free enterprise soonomiaes,

"As a rule Foreign Trade Ministry offioials do not know
production coats of export goods since production is

25X1C oompletely separated from the trade, I have heard many
oomplaints conocerning this from people oconnected with
production, Prices paid for export goods do not represent
soctual production costs, but are detormined, as are all other
transaoctions betwesn these two types of national corporations,
on the basis of soms very complicated keys," 27/ :

. - 25X1X
The primary role of strategic considerations and the seoondary role of

prices is also roflected in the Polish trade policy es deaoribed_

25X1X
"¥ith
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"With regard to the pfinc'lploa on which Poland conducts
hor foreign trade, the essential goal is that of obtainirg
strategic materisls. Exports serve to pay for imports.
Prices are & sesondary consideration.® 28/

Differential price policies are snoountersd in both purchesing and
selling activities, The specifio tactics mozt usually fall in ene of the
following categorics:

(a) Premium prices pmﬁ.d for strategle goods,

(b) Premium prices paid for other goods as indusenant te trade o

(o)A Soviet Bloo oormoditics sold at low prices ar inducement {e trade.

In sddition t§ +hese inducoments to trade, there sre numereus instences
i whioh the Soviets, for their own bemefit, olearly charge s hig!. prices
as the traffic will bear, Free World traders in coal and greim have

repeatedly reported such manipulation, end in some cases have olai:ed the

overcharging was double.
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A, Premium Prices Pald for Strateric ‘Goods

- The Soviet Bloo frequently -offers premiuz pricen for strateric poods
which it desires in clandestine dealings, in trade agrcimnt bargainings,
-vand in contracting with individusl exporters. The reports on this subjeot

- are partic_‘mhrly voluminous, and although all of them can not bo fully
'lubatmtiatod'u to the actual consummation of the contrasts, the reports
are suffiolently numercus and similar to prov§ ‘the exiatense of a very
def’inu.so Soviet gavernmont poliesy with'i‘égard to premium pflcn offel;l.,

A few of the meny examplos are olted below,

1, HICOG Bénn hes submitted soveral ccempariscne of the prices offersd
by the Soviet Bloo and the priees prevalont in ths Free World wﬁich afford
eomi. good examples of the premium prices offered by the Soviet Bloo for
~ strategic items. .2.?/

‘Dollur'Prloe- in East-lost Trade: Jaonuary 1952

comoditx Eagt-ljest Trade Prices Frea World Prioss
Sheet stael $ 193-250/ton $ 63/short ton
Aluninum ¢ 835/ton $380/short ton
Copper $1240<1292 fton $662/ahort tam
Zine $ 738«767/ten $400/short ten
Lead § 550-600/kon $380/short ton
Meroury $ 220/flask $205/flask
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. Gomrodity
Phenod
Glyoerin
Hiokel
Wolfram

Forro vansdiwn
Titanium

Torro molybderim
Xlaock steel plates
Qxide molybdentua
Copper

1sad o
Qaustic msoda
Meroury

Eopi-baost Trade Priges

Guilders 2.90 / kg
$125-320 / 100 kg

7.83 / kg
hdlders 59 / kg
:&E—Ao'” 13055 / kg
318.55 / kg

$28.05-39.00 / kg

$3.25 / tem

346.7C / kg

$1135,-1165 / ton serap

$1350.-1370./ ton alec-
ralytie

3522620 / tm

3230 / ton

3221 / flask

e gin G
:(Kn R n«’v’v-rii"!%;',)

1169014A000100060001-5

Coprarative Prices (US)

Guilders 1.59-3i0

Crvda / 5%4 / 10 kg

Refined %78 / MO kg

$1.25 kg '

Gailders 50 / ke

*6: s 70 /kﬁ

$13.20 / 1y

(Bot relled & forged boy
mioe)

mo / $on3

82.51 / ¥

8700 / tenx

$414. -/ tom

$22.50 / tom (Liakes)

$207-210 / Llosk

2. In 1941 ECA of:'ioinls reported to have heard swmeplainte of Wastern
Europsrns cbout the (3f{1emlitizs of proouring Turkish oopper ant weporte

that oopper wns being shipped to the Soviet Hioec,

In o instance the Cerman

Delegate to the FCO Cormiission o2 th» OIEC reported that Turkey wa: shipping
oopper 0 Czechorlovekie at 60 eontz a pound g2 compaxsi with the Cermen
inother report placed the pricss offered 4y the Bloo

price of 52 cents.

between 64 and 67 oents a poun
that tims of 50 canty a pound,

5‘@ compered with the cfficicd US pxios at

3. Among 3bks other reporis of pmim prices wae s portainicy to

the mrice of silicon sulphur,
Govermment approvad the axport of 50,000 tons at s price of §

I was reported thot in Moy 1951 tlw Itelian

e ton

vhile the mormal price wrs betveen $110,00 axd $115.00 1 ton.
4. The reports of remivw: priess being offered for ball bearings

have been quite rume:ous,

v In late 1951 thoy were spacifically oit:-d for
Italy and Sweden as Laing 40 to 50 psrcent above the normal price Jevels.

2/

5. A sinilar siturtion is —eported with regard to Aueiriam tieade.

Embassy Vienna asulnited a table of o
prioces peid for Austrien exporiss

riscns betwsen Westosm an! Eastorn

Jtem
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g Period of Tige Erisaciost Ppion-Bast
per mestric ton ,
Staple filwr March 1952 $71 « Vest Cermany $900 « Paland
Nitrogencus  March 1952 47 = Tnited States 62.90 « Poland
fertiliszer
Refined steel Mereoh 1952 610 = Jtaly, Frenes 1110 = Csechoslovakia
. 620 « Italy, Prance 070 « Czechoslovakia
stn':gral Harch 1952 260 ~ Italy, Franoe 430 - Ozechoslovakia
lhg:ge " March 19%2 110 -~ Generally 168 - Rmgary
Alums mem Polruory 1952 2 683 = Switzerland 700 « Poland
twmint March 1952 185 « West Qermeny 295 - Mungary
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B, Premiqm Prioces Pald on Non«Stiraterie Goods as Induocement to Trado_

- There sre also reporta of Soviet Bloo p&yxpe‘rlxtslof higher prices fer
non-strategie goods for which the Weat desires a market, thus affording the
West an induooﬁsnt for furthmm.tr@de with the Bloo, A report on Danish
trade received in Januery 1950, statsd that,
"Althoagh by oomperative volume Czechosltvakia renks raﬁher _
low amcnt Nenmark®s trade partners, yet trade with this
country is imporians, czeoh~prioa offors for the traditional
Danish export items usually have heen favorakls, while in other
markets Denmark meets inoreasing export dirfiaultios because
of its prices". 34/
A report from our Icelandic Enbasay in December 1951 states that the
Poles pey higher prices for Ianelanéio goods than most_oth;r purohaaornmiﬂ/
- Although case examplos of theee taotios csn be givén; 1t would be
extremely usoful'to havu'propnrod a‘thﬁrouéh study of Soviet pricing
polioiélu These examplea ars merely indicative und serve to aupport the
5annral outline of the uoviet Bloc practices, The sample, although largo
enough to support: the oxittonoo of the suggested pollay, 1s too small to
indicate the oxtent tov:hich SOviet pricoa are ganerally bolow or abawt
world prices and the speoific oonditicnuo ‘The significance lies not so
much-in the fnof that the pricea vary (for any large buyer or seller may
't;ko tdvantage of his "monopoly" pouiticﬁ), but thet the Soviet Bloo does

exorcise thia advantage, end uses price menipulation ae a definite t‘otié

to maximige its stratepic advantare in trade with the WGBto.
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desoribed Cmech pricing policy in ite trads in the markets of the ree

Viorld ae followe,

. "1 deom it nesoseary to give e gonoral idea of nerwmal mesheds
: : uged in prieing gooés on free markets. The peliocy generully
applied to ths freoe markets oould Le cherectoerized brieflys;
to sell and buy within the limits of the fereign trade plan
for the best world prices. Under sueh & poliey the profite
are not deoialve and sometimes play ne role et ali, This is
true In osses waere hard curreney is cbtained fer goods
menufasturad from domsatie rew materisle and with domest's
manpawer, In Caechcsloveak exporitm, for instence, suech & place
is held by plesswarec, With theso commoditice produstion costs
in Czsch srowns are given almeet no considerztion ia the Cgeoh
forsizn trade pelley”. _'.:._Bf

o

:25)(1)( Slmlilar oomments on Caech prioing policies erc made by

. "The selling prices of soms Czech gotds ere oonaldersbly
higher then those of the world market prics. In order tu
retain the forsign market, the export ocrporations are charged
with the funciion of subsidiszing exports, i.6,, tc practice
‘dumping® wn » large ssale, The purpose of thié practior 1s
not only to meke Czech goode avallable to ftareign consunmrs
at priooa 1o higher than those prevailirg abroad but also to
enabls undor-selling by the Czechs, The Csitch authoritics
oandidly admi% the aims of this nractiocts the producers 'm
oapitalistic nountries are foroed oither to lewer prices
(at the expense of lowaring wages) or to discherge workeise
In efither cese, dissatisfaction 18 sovn: In the sasze of
exports %o the Imitsd States and Cenada, praducts of the
artifical flewsr industry were subsidised up %o 60 perasut,

"Agsording %o soures, the differentiel between the °*dumping?
price and the actusl worth of the product is cowered by sm
inland revsnue salled “genoral taxez®, These taxes, whish
sre loevied on all oonsumer®s goods within the CSR, are ex-
tremaly hizh. 3Some imported rooda snd textile go@da in uon-
ratiocned aala are taxes up to 1, 000 _porcent,®
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Co SOVIET BLOC COMMODITIES SOLU AT lOW PRICES A8 INDUCEMENT TO TRADE

Soviet Bloo sales at pricss oonsiderably below market prioes, and
spparently below domestic pricas, have been desoribed in soms instanoces as
dumping, It may be helpful fo take note of the definition of dumpin: as

» stipulated in Seotion I of Artiole VI of the General Agreement omn Tariffs
and Tradeg;

"The contracting parties recognize that dumping, by whioch
produsts of one country are introduced into the commerce of
ancther country et less thea the normal value of the products,
is to ve oondemmed if it ocauses or threatens material injury
t0o en established induatry in the territory of a contracting
party or materially retards the eutabnahmnt of a domestio
industry, For the purpose of this Artiole, & product is to be
considered es being introduced into the camerce of an import-
ing ocountry at less than its normal value, if the price of the
product exported fron one country to another

a) is less than the comparable price, in the ordinary course
of trade, for the like produot when dontined for omsumption in
the exporting country, or,

b) in the absence of such domestic price, is less than either

1) +the highest cumparable price for the like product
for export to sny third country in the ordinary oourse
of trade, or

§1) the ocost of produstion of the produst in the country
of origin plus s reasonable addition for selling oost
and profit.®

Although it may be acourate in some cases to apply the term "dumping"
td Soviet prectices in the light of the aiaove definition, such terminology
may be misleading if it implies motivations suoh as the need for disposing
of surplus prodﬁcticn commonly sssociated with such activity 1n\ the Pree
World, but not a likely phenomenon in the present Soviet economic system,

Soviet Bloc sales at lower than normal prioces are usualay a part of the

bargaining for strategic goods or efforts to obtain dollars, It appears.
| ' that
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that such priecing policies myy sometimes be motivated by the relatively
long renge interest in obtaining e foothold in a market, Héwever. iv moat
instances, the sales are dirsotly tied to pending or anticlpated exchange
involving straﬁegio goods, ‘ |

The following are representative of the many reports of such prieing
praotices,

l. Soviet products priced low to cbtain Austrian non-ferrous metals.
Embassy Hague reported in Jenuary 136¢ Chat Soviet produsts were ofiered

in Italy at 26 percent below world market prices, in exchangs for pyrites,
copper, snd aluminum. 38/

2, USSR offers coal to Japen at low prioces. The reported Soviet offers
of Sakhalin coal to Japen at $10 & ton (presumably f.,0.bs) in contrast to
US price of $25 - $30 per ton is another example of this tactlc. The Soviet
price, even with allowance for fuality differentiasl and trensportation ocet,
is relatively low and constitutes an ettractive overture to the Japanese
iron and steel manufactures. Japeneae editorals have stated that the
Jepanese lesders are enxious to promote this trade with the USSR, primarily
because of the cheaper prices, 39

3, Poland offers Austrin cosl at disocount if aluminum received in return.

The Sustrien~Polish trads agreement covering the perloed of August 1, 1961 ~
July 31, 1952 oontained a spacific provision whersby Polend sgreed to sell
the coal scheduled within the quota, at a discount of $0.560 per ton in
exchange for additional quantity of 200 tons of aluminum and semi-finished
saluminum products, The discount was not to become effective prior to the
full delivery of the basin aluminum quots of 300 tons. This ocase could
hardly be termed "dumping" in view of the high prices, but it does illustrate
the technigue of tying lower prices to strateglo receipts. ig/

4. Embassy Praha reports cases of Czech "dumping", 41/ Embasey Praha
reported what it oalled "a clear oase of dumping" of Czech goods in a
despatch in December 1945, 5,000 tons of Cseoch malt was offered to a New York
firm at $2,05 per bushel, duty paid in Brocklyn., Investigation showed that
the offioial Czech wholesale price was guoted as 706 Czech orowns psr 100
kilograms in the Offioial Gazetta, Czeohoslovakia Republie No. 43, March 1547,
This would be equivalent to $5.07 por bushel, acoording to Embassy caloula~
tions, An official of the Czech Malt Export Company stated that 401 orowns
per 100 kilograms was the offiocial cost of barley, making the msnufactured
cost of malt produced domestiocally in Cgoch brewerios about 825 kos per
kilogrem or $2,72 per bushel, According to oonsular invoices melt was belng
sold in US during 1949 (none was shippsd in 1948) at a price, including
insuranos and freight to New York of §1,38 per bushel,

The
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The same report showed prioe offers for different typas of radios were
very oonsiderably belcw the official dollar equivalent cof the Czech domestio
factory prioces (exoluding gemersl tax).

Czeoh Domestic Faotory Prices v Bxport Prices
$ 46,38 (dollar-<guivilent) $2..,00
$116,30 o $60,00
‘ 91050 ’ {’4“000
$ 11,70 $65,.00
$ 56,60 $30.00

5, Cseohoslovakia exports wcol berets at pricus caloulated belww
production cost. On April 17, 1950 the export momopoly :irm of Centrotex
pregsented for sertificaticn a consular invoiee covering the anhipment of
2,750 dozen wool borsts pricsd et $2.75 and $3.00 a dozur. to a New Y.rk
corporation, This is aqual to 11.5 and 12.5 arowns per bsret, The
invoioe states that such or similar merchandise is rnot so0ld on the hme
market for home consumpticn.

The Embassy reported however that wool berets ere nvailable at ;overnment
retail stores in Praha, priced at 62, 656 and 85 crovns n plees, depercing on
the quality. For wool berets scld in Czechoslovakie the offisially yresoribed
wholesale mark-up is 7 peroent cf the factory price, the retail merk-up is
25 percent of the wholosale prics and the general tex iz 35 percent of the
faotory prioce. Applyiag these figures to ths cheapest beret, i.6., “het
priced at 62 crowas, tie factory price works out to 36,7 orowns, the whole-
sale prics to 39.3 orowne, the retail price %o 49 orowna and the gencral tax
to 13 orowns, Even allowing for the inclusion of a coneiderable profit in
the factory price of 33,7 orowns for the cheapost beret sold domesticelly,
it would seem that ths cost of production would be considerably in excess of
the 11,6 and 12,56 ocrowas “or which bersts are being exporisd to the Umited
States, 42/

8. Embassy Praha forwards additional evidence of (izech ssles at price
below production nost, ' '

"Tdentioal shoes t> those being exported to ths United States have been
found on sale in the DAREX ‘store in Praha for $3,00 per pair (150 cgech
erowns), DAFEX i3 a ¢overnment retail atore sulling ite products solely
for designated foreign currencies or gold, and not for the domestic currency.
As & result, it is belioved that DAREX sales shculd not be considerec as being
in the ordinery acourse of trsde for home consumption. Fowsver, it i: knoen
thet in the oase of ce:telin textilss the standerd DAREX mark-up over the
export price is 30 to 35 psroent. Aa the price of 3,00 represents ¢ mark-up

of
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of nearly 250 percent over the export prioce of $0.87 (appearing on the
 consular invoica) for these shoes, the ststement regarding ocost of production
appears to be untrue. ' '

The shoe most similar to those being exported, and scld in the ordinary
.gourse of trade for home consumption, was inspeoted and priced st a JAS
national corporstion shoe store, The sandal appeared to be inferior to that
belng exported and was scld for $10.90 (645 orowns) a pair, According to
officlal Crechoslovak publlications, the wholesale mark-up for women's sandals
is 5 percent of the factory price, the retall mark-up is 20 peroent of the
wholesale price, snd the general tax is 120 porcent of the faotory prioe.
Taking these figures end the price of $10,90, the faatory price of the shoe
wprks out to be $4.44, This also indicates that the alleged oost of production
of the shoe as stated in ‘he invoice 1.8., 77 cents is untrue,"¢8/

7. Czech Motoroyole Sales,

Two cases of widely differing domestio amd export prices were oited by
Embassy Praha in April 1949, A motorcycle which ms offered for sale,
domeetioally, at the retail price of spproximately $600 or $877 if dought
without a specisl permit, was listed on a consular invplce, f,0.b, faotery,
at §249 to US importers. 44/

8., There are numoroues other reports including those of Czech sales
of sutomobiles in Vestern Germeny st low prices, and acocording to the Embassy
Budapest, seles of Hungarien cotton textiles to Sweden, France and Relgium,
"often st dumping prices". 45/

to meny of these sales, spsoifioally citing thet low prices incurred the loss
of Czech orowns. |

As far os he cen remember, the following srtiocles were exported
to the US in the period 1948-50, with & loss in Czech oromnss
ohocolate and ohoocolete products exported by Centrokomlse, Prague
(here the calculation even in hard currensy brought a loss for
Czech trade, since a large part of raw materials was bought for .
dollar instrumsnts beoause of the inability of the State planning
sgencies to pet these raw materials elsevhere). The same happened
to some woolen and cotton textiles., Some types of glassware end
motorcyles heve Leen sold with no profit at all. 'The dollar
instruments obtained in trade with the US were used mainly for
payments of purchasss on the US markets, at the present time very
limited, on sventual "black markets”, mostly in Vienna, Austris,

for
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for the payirsnts of verious international obligations, for diplamatio
representations, and for the purchaees of British pounds, whioch is
the main hard currenoy in Crzochoslovaklie at the present time., 48/

He also spoke speoifically of Crech efforts to evade US anti-dumping
laws . . '

"It oan be expected that in order to evede the US antiedumping
law, the Ministry of Poreign Trade will offer the old poods
under new names and under new commorcial markings to deceive
reaponsible US authorities and make them believe that these
goods, exported undsr much lower pricee to overcoms higher tariffs
in off'sot after the GATT’s termination, are entirely different
from those exported previously. This would epply mainly to the
glagswars, whare even some typical Czech deaigns will be chenged.
The Tariff Department of the Foreign Ministry bvelieves, however,
thet 1t would be diffiocult and very oomplicated for the US
authoritiss to enforce anti-dumping laws and not hurt at the same
time exports of some Western Europsan countries. I believe that
in order to obtain dollars, the Cgech Government will try to
maintain some trade with the US, limiting it to a rather small
number of goods, Even if the Trade Ministry abstained from all:
purchages on the US market, tho Government would still need
soveral millions of dollars ennuslly for other purposes. I
doubt that the USSR is giving or will give dollars to the
Czechoslovak Government, I would edvise US authorities to keep
a close eye on Crech exports of glassware and linen after the
toermination of GATT, The Czechs will probably try to do some more

’ bu;lnou with other free dollars merkets, like Cuba, Canada, eto,
47
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III. Soviet Delay and "Threat of Termination",Tactics

{n numerous oceasions the Seviet Bloc éountrias_have unilaterzlly
delayéd'shipments to whigh thev wares committed in a deliberate attemntv
te create orossures on the Vestern trading rertnars, Ta some casec this
technique has been carried to the extent of unilateral termiratien of
deliVeriesq‘ Some examples of the utilisstion of this tactic or of the
thieat of delay or termination follow:

A, “hen the devaluation teook place in ‘&stern Turape in the fall
of 1929, the Soviet slec g-vernments, in some cases, were protected from
loss by rrovisions in the trade a;reements which providasd compensation
in line with the nev rates of cxchange. Tn those cases in which such
provisions were not included the Soviet Bloc countries aometimes uni-
laterally and "1ll:gzlly" delayed deliveries, and impesad pressures to
obtain adjustments to which thay were rot entitled, For example; Oslo
reportad in June 1950 that the Czech government had refused to cdeliver
12,000 tons of sugar, remaining as a balance from the lorwepian-~Czesh
trade agreement of Mirch 30, 194S. This refusal to deliver was put upan
the grounds that the value of the commodity stipulated in the agreeanant
in terms of Czech ¢rowns had appreciated in view of the ‘estern de-
valuation. The Czechs consequently demanded compensatory ineresses in
the delivery of Norwegien goods, even although the trada apreement did
not rrovide for such an adjustment. Finally, Morwezlans agreed %o deliver
the follovwing adcditional items ir order to obtain the sugar whic¢h the
Czech governmert had alreacdy comritted {tself to delivery, but which it
hatd unilaterally vithheld: 10,000 tors of iren ore concantrates, 3,106
tons : { hardened vhale oil, 100 tons of rayon mulp, 10,000 tons of pyrites,
and 2,500 ton of 41hund o corcentrates. 48/

B, Arother example of thv aovantaps gained from de livery delays .
occurred in the Tceland-Polish negotiations. A3 of Anril 12, 1951, Poland
¥ad failed to deliver any of the 1,000 tons of sugar or 1, 500 tona af rye

fiour
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flour which they had bean eommitted to deliver in 1951, The Poles
oromised to conclude sales contracts for these rrofucts early in the
year, but had versistentiy stalled in negotiating thuir eompletion

with the Icelandic buyers. 1In April the Embassy reported that the
Icelandic represcntatives expected that when the contracts were sctually
signed that the Poles vould demans world nrices rrevailing for the ftems
at the time of the sipning of the contract. The Poles were &'so demanding
an increase in the rrices cf other exports (coa), iron, and steel) which
were then beiry delivered at the rrices existing when the individual
orders were acceoted, On the other hand, prices for Icelandic deliveries
to ‘oland during 195) were fixed in vavemberanecember 1950 .

A8 a result, the overall price level of Polish deliveries was ex-
pected to be considerably above the levels existing in Vovember -
December 1950, when thc trade apreements were negotiated, and Iceland
wa3 placed at a saricus cdisadvantage besause the rrices for its oxports
were fixed at the earlier level. Tt was predicted,at that time, that

- Iceland might have to ocut the volume of its importl Tron Poland or ine
crease its shipments in ord:r to have reciprocal trade at equal levels.
Thus, the Poles, by unilaterally delaying their deliveries of certain

. items and forcin: rensgotiation on prices

There are numerous othar examples of this tactic, a number of which

were citod in the discussion of trade dazﬁ.s in the rrevious sections,
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IV, COVFLKT'FI'T SPONSORFD JLLEGAY, PI'OCUREMINT ACTTYVITIES

_ In implementing its foreign economic policy, the Soviet Bloc makes
‘full u'ae‘of 1llegal vrocuvement practices. The important fact which is
not always remembered in considerinpg evasions of Testern controls ‘is
that all foreign transactions involving the Soviet Bloc are not only
controlled and directed by the reapective Bloc Gm_rémments, but are in
fact governmental operations,

The Soviet Bloc pevernment is an active participant, actually
financing and promoting tremSactions as an important component of offi-
cial foreign policy. It is navar a case of merely sporadic attempts to
ewéde rastrictions, nor is the main problém one of individuals intent
on deriving lucrative pmt"its ariﬁing out of illegul transasctions; these
factors are incidental. IZdagsiz:all})r9 the Vest 1s faced with a state eon-
tiolled and diract.ed conspiracy, with the systematic and concerted efforts
of Soviet Bloec governments to render ineffoctive the security regulations‘
of lestern governfnentm

The circumvention of Vestemn controls is "official" 8¢.iet policy
The bresanea of large and active Communist organisations in many countries,
gentrally directsd and responsible to Moscow, provides 'estgblished lines
of communications which greatly facilitate the rrocurement and flow of
goods. |

The Sovist Bloc has not confined itself to desling with the black
marketassr, who is ready to disregard or evade the law for his own vnrofit;
but the Soviet representatives have alsc done all possible to exert direct

| _ and
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and indireoct pressure on the privete Western trader, not only in an effort
to exert internel pressure on the governments conosrned to abendom sontrols,;
but also to countervane oxisting regulations., The Mosooyw Economle Jonference
was only one exsmple oi‘ large aoule open pressurs of this kind, Ths morse
dengercus pressure is exerted without publicity on the individual s2zements
of the population, soviet: agencies have béon engazed in the evasioca and out-
right oircumvention of the laws and regulltion.a of their treding pertners.
in direot oounterventior of pas.cafui comuercial ani dip.l.mmt:io' practice thoy
‘have ﬁndarmﬁ.ned their lews and interlered with their internal econcnles.

In order to oounterﬁot increasingly ﬁevera Weatern controls ovsr the
shipment of commodities to the Bloo, the Soviets have daveloped an intri-
cate network of clancestine channels designed to evade @xiétmg security
regulations, Devices used to olrcumveht expért caatrels are too numerous
to review in this rapbrt:d Howsver, an excelleat éumry of the mors
frequently enccuntered ouei is given in a rﬁport o1 Beast-West trade prepared
for the office of tho Righ Comminsioner of GCermany lists the following and

will serve to iilustrate “he scope of the problem; E_‘?_/

&, Shipments through intermediarles in third counrtries who ars not
parties to COCOM or who deliberately disregerl the embargo aspsot
of the goodss ’

b. Palsifiocation or forgery of doouments

0. Falsifiocation of end-use guarsutee when applying for an export
~ liocensge

d. Pulse desoription of goods

e, Shipments
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@, Shipments to satellite countries on export licenses to other
countries, redireoted on the high seas or freighted by devious
routes

£, Selling ror cash to West Gormsn firms or individuals goods which
it is known may not be exported but which it is also known will
ultimately be transferred to the Eest Zome

go Preperation of documents with techniocal inexactitudes to ensure
pro-arranged confiscation by Soviet Zome of ficinls of goods at
the Zonal frontier

h, Freighting compenant parts of machines m the embargo list to
& third country where they ere resssembled and shipped castwards
by thet third country

i, Selling blue-prints to East Zone and Ifoscow of machines on the
embargo list : '

Jo. Smuggling |

While the above listed examples were discovered primerily in *illegal®

transsotions oscurring in the flow of German East-West trade, they are
fairly representative of the wide variety of subterfuges commiy employed

by the Soviet Bloo throughout the world to oiroumvent our controls and
obtaln muoch needed commodities. |

A report from HICOG Frankfurt in desoribing illegal trade activities
in Germsny stated "the Comunist Party of the Soviet Zone of Germen (SED)
hae established an extensive trading organization to exploeit ther profits
acoruing from violation or evasion of Vest German eoonomis rogulations..."
They “engage in seles and purchases cutside the trade agreemont and
sponsor black market opernti.oﬁ: .°.".' The organization is directly finenced

by the Communist Party and profits used for Conmunist activities, 51/

The
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The SED also organizeé an organization in the Soviat ssction of Bsrlin
in 1951 to conduct trade on behalf of the satellites. The capital for this
so-called China Fxport Corporetion was reportedly contributed =zqually by

the Soviet Zone (the SID) amd thue Chinese Government. 25/

The Soviet's operations in fiustria are a clear example of tha way in
which the Soviet 3loc combines legal and illegal activitiss in pursuing its
strategic economic ends in the field of trade activity. In March 1951,
'Embassy Vienna sent ir a commrehsnsive revort or the prcblem of the cver
200 retail stores which were estabiished and being opergtad by the Scviets
in the Soviet sector of Vienna and throughout tha Soviat Zonea of Austria.
The summary of this report is most interesting in tﬁat it revealed Scvict
econdmic tactiue. Such operations are sponsored by the Saviet Governasnt
and are characteristic of a type of economic warfare against the Vest:

"These stores, generally referred to as USIA stores; -
serve &8 outlets For consumesr goods produced by USIA
(Soviet-controllied) plants and for illegally imoorted

oods primarily fror Eastern Turope, which are droupht in
duty-free uncer tho guise of 'military shipments'. 7These
stores violate most Austrian regulations applying to retail
outlets. They orerate without the customary trade license,
sell liquor and cigsre:tes ir contraventioa of government
monopoly regulations, default on most taxes, and undermine
the established rcteil strueture by undercutting prevailing
prices; offering imporied products not available on the
legal market and unresiricted quantities of rationed items,
and keeping longer tusiness hours. Although the goods of-
fered .re sold at an average of 20 to 30 psrcent below normal
retail vrices;, profits from these stores are sudstantial and
help defray deficite of the USIA complax. By inflieging
serious lossas in revenus on the Austrian tresasary and by
undermining legitimate retall enterprises they serve as an
effective instrumesnt for the Soviet penetratior of the
Austrian economy,” 53/

The

SECRET - SECURITY IMFCRMATICY

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100060001-5



Approved For Release 2000/08/23 : CIA-RDP64-00014A0001000600! -5

SECRET .- SECURITY INFORMATION

-The other type of inegal activity should bo mentioned speoifically,
that iz, the smuggling activities through diplomatio channels of oommunios-
tionn;s' Numerous reports have been received during the past couple of years
ooncerning the use of the diplometic pouch by Soviet Bloe Governments for

smuggling of small volume stretegio items, diamonds in particular. .5.‘/
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V. SOVIET BLOC FOSTERS INTRL.WESTERN RIVALRY

One of the key Sovist tactios in all fields is to foster rivalry among
the nations of the Free World, and to tske advantege of the ocompetition
end lack of ooordination among the Western natioms. The Soviet economio
peace offensive is & weapon against whicn the West must be particularly
on guard, There are numerous instences in which this intent can be seen
clearly in the trade field, The followi;g are a8 few selected examples:

1. Embassy Vierma reports that in August 1951, the Polish negotiators in
an attempt to pressure the Austriane to enter into oommitments for

strateglo exports told the Vienese Delegation that PFrance was ourrently
supplying "embargo size™ bearings to Poland and 900 tons of sluminum, 55/

2, the Bungariasus
also presgured the Austrians to reduce their prioee by reporting that Western
Germany had offered stacl end ball bearinga at prioces 40 peroent below the
Austrian offers, Our officers in Boan in commenting upon this report stated
thet although Germen prices for ball bsarings and steel are normally somswhat
beloy Austrian prices, tho imitial reaction of the Federal Minieter of
Boonomy was that neither stesel nor ball bearings were offered to Hungary at
less then normal prices und thet the price in all probability would be
higher thesn normal. 66

3. In the Swedish-Polish trade agrssment negotietions in 1951, the Polish
negotiators tried to inorsase the Swadish commitments for delivery of
strategic goods by indicating that Bolgium, Netherlands and other countries
whioh were not normally Polish customers had expressed an interest in Polish
coal, and had offered strategio metale including copper in return, EZ/

4., The US Dolegation of the Economio Commission for Eurcpe meeting in
Geneva reported in March 1952 that the Soviet Bloo acountries had made
various trade efforts to create the impression that they had en adequate
supply of the ocommodities needed by the West, The US Delegation considered
this sn obvious attempt to aplit Western Europe from the US by combining
an appsal to the Weat for trade and condemning the US as respomsible for
interfering with this exchange, §§/

b, From
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§» Prom the Hague it was leerned in October 1951 that the Dutoh omsidered
their shipment of 5,000 tons of rubber plus five refrigerator ships in

exchange for 12,000 tons of grain was justified on the basis that the _ )
United Kingdom supplies the Bleoo with 7,000 to 8,0C0 tons of rubber monthly. 89/

25X1C 6. reported in August 1951 that “the Minlstry is
’ trying very hard t3 get as much of nesded materials as possible in e lsgal
way, ty conoluding various trade sgresments, In this it is rather succesaful
in Britain, Frence and the Benelux countries. The Csecheslovak Government
¢ still oounts on the lack of cooperation emong Western couatries, T know

That verLous rew mate-ials of Canadien origin were and stlll have been
imported inte Czochoslovakia from Englend,” 60/

7. There are numeroay othar reports of specific Scviet directives to foster

mni iiii i'\'estam gountr ies. Amoni them is an intelligence report
25X1C

"The Ruseians in Hungary have informed the Ccmmunist Party
that stalin has given instructions to tie effect that 19uZ
and 1953 are to be rogarded as the great Pemce Years, During
this period everything will have to be cone to frustrate the
intentions of the Americans to attack the Soviet Uniom, It
is argued that the Americans oould not launch e war without
the support of their Western ‘'satelliter'; Among other
meesures the sconomio ones deserve the greatest attentions.
The Vicstern sstellites are dependent on ecomomic aid from
Americs aund 8o long as they remain in thie dependence and can
find no alteraative for it, they must tike merching orde:ras
from America. Every possible cause for dissension and
diffioulty in the economic fields betweun Ameriocs and Britein
and the other western gatellltes, or be:ween the Westerm
satellites thomselves, must therefore be exploited to thas full,
For exemple, if e Western country experienccs difficulty in
obtaining raw materials or goods from Amerios or from another
Westorn country on account: of high prious, shortege, or distrust
regarding the real end-user, everything is to be done %o suppﬁz
That "ostern country from the Easte  .oo 'Thi® measure, however,
must be treated as a political and not an scomomic one and
no business oan be dons from any other point of view than that
gatialying & Westeru requirement undor oircumstances which
might tend to wean the Western country concorned from its
American interests and sympathies o“—-_gj
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V1. ECONOMIC PRESCUR'S AND NCE~ECONOMIC MATTERS
Anothor charectsristic tactic of Soviet polioy 1s the use of

economiag pressures or inducaments for nom~economic objectives, and
yiog-verga. The Commmints argue loudly that so-called politicel con-
sideraticnsshould be separated from trade, apd they object to Western
export controls on the fallssious grovnd that they inject political cone
slderations into the trade field. Dospite these arguments, Soviet tactics
qulte clearly and clsverly intermingle econcmic with nom-seonomic oon-
aideraticni when Soviet advantage can therelby be gained. This is dome
in a variety of ways abd for manifold objectivest embargos ere imposed
ag reprisals - for governzont measures tsken againat local Comnmmistes
hexd mnciea_ or other secnomic sattloments are made the "prioe" for
ths release of forelign notionals "i1llegally® deteined; end propaganda
objectives are attained through the ostensibly philanthropie shirment of
emch nesded commoditieg during election compaigne cr political arises.
These exemple s,the detalls of which are given balow, do not roi:rount

1eclated instances, bub ere typical Soviet tactical Soviet meneuvres in.
lir~ with the general pattern of Sovist stratesy and policy.

1. Our mission in Borlin reported in April 1952 that East Germany, in
accordance with Soviet instructions to tho setellites, embargoed trade
with Greece "as a politicsl meeocure® in reprissl for the ssntencing of

Greek Commmists, At the itine of this emborgo $400,000 of Greek %obacoo
was in trenslt via Bemburg end wi@& abrupt can.ellatlon of the oxder

the Hemiuxg f£irm faced bankzuptoy.
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2. Reporte have besn receivad to the effect that at one time the
relenss of the Dutch businees man held ty the Guzach 3 linked
to oertain trade arrangements with a Czech textile monopoly.

Y
sources, that "tbs present Czech Commmist: leaders ere willing to releass

. Oatis gut :ﬁe ’g.rimarﬂ,ly interested in deriving scew econcmic advaniage

v from relsga ®

¢ 4. At least three instoncee are reported in which Himgary has atiempted
to tie the settlement of non-trade metters to the procurement of non-ferrous
metale, In the negotiatioms for the releasss of Sanders, a British oltisan
arrested on spy charges, tho Humgerisns asked aseurances thet the British
Government wuld permlt inclusion of 5,000 metric tons of copper and 2,000
tons of leed in Hungarisn import quotas vnder the resumsd trade agreement
negotistions. The Hungariens also attempted to use connsctions with the
Americen Joint Distritutiom Coramittee (AJDC) 4o obtein copper. The Presie
dent of the Bumgarian State Plamming 0ffice offered to grant the Committes
& more irvorable forint exuhange for charity dollers sent into Hmgary if
the AJDC would srrsuze ‘o bring copper inte the country. & sdmilar pro=
posal was made by the Mindster of Forelgn Affairs to the Israeli
dsiffaires, appziently in comeotion with the Imraeld st that the
Hungarisn Government fucilitate emigrd ion to Isrmel. 5?”

5. In 1946 the USSR exported grain to France at a orusial point
vhile a coalition government was in power, but in 1947 whsa the Comumist
Party was exaluded from the Sohuman Govermmont they were wiwilling to
coneglder a trade agrecment. The Soviets do not hesitate 1o use y a8
& weapon if ths situaiion sppecrs to them to morit such sctiom,

6. During 1950, Embassy Rome reported two inetances of the financial
support geined by ths Iimlien Commmist Party from satellite trading
astivities, Eorly in the year there was publiaity over the funds earned
by the Polish trading agencies in Jtaly, for these funds wers balieved to
bs utilized 10 support the Commmist Party. Iater there were reports of
an arrangement whershy Rumenian goods, disguised as (ifts to the Ttaliam
people and alledgedly free of charge, ware h:i?ght in and 801d insteed,
vith proceeds going to the Cormmist Party. &7,
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 VIX FINANCIAL MANEUVERS ,
The Soviet Hloe ergages in vorious finmolal maneuvers in attempt-

ing to meximise 1ts borefits from Rasb-West trade pnd extort concessions

of strateglo goods and foreign exchenge from the West. The following
11lugtrations are indfcative of theee Soviet practices, &8/

l. By carly 1950, the USSR hed ecoummulated an export muplus balance
of 20 m1lion in trade with Norway. In the trade negotiatians,
the Norweglans attempted in vain to wake arrengememts to reverse this
balance and eliminante the posaibility of Soviet demand for settlement
in dollars or gold, Furtkermore, tho USSR not only resisted ssttlement
in commodities tut would not aceopt peyment in eterling ard urged to
Norveglans to ocontimus thoir purchases and the development of the surplus,
glving assurences that there wea "no reasom for Nerwey to worry about

- the Soviet muplust, When the debt was tailt up to 38.4 million kyoner,

- the USSR demanded shipmsnt of strategic materialp e alumime, oopper,
and staple fiber as eettlemont. After having refused to permit adjuste
ment a year previously when Norway would have been in position to balanoce
trade by deliveries in lins with the genoral composition of the trade
rather than in dollars or strategie goods, the USSR finally agreed to
accept a settlement of $5 million in dollars “as a significant oonocession®.

2. TIn another series of financiel meneuvres W_%Aum the
Soviet Rloc procured considerable dollar . 5 cecs, the Hloe
derived an obvious advantage from the nature of its overtly decentralized
but oovertly coordineted trading eapparatus.

Austria had concluded & series of trade agreements with Rumania,
Bulgarie and Bumgary for ths mmtual exchange of goods. &£t the termina-
tion of the agreement poriods, Austria was in a creditor position yis.-o-vig
thess countries to the extent of §8 million., However, the agreemonts cone
tained no provision for monetary setilement and Austris was wmable to effect
a satisfactory sottlement. During approximately the sams period, Austria
had developed a trade deftoit in its exohanges with both Poland end Czechow
elovekia, The egrecmontz concluded with these stronger mtellites, however,
provided for a monotary sottlement of the imbalances existing at the termi-
- nation of the agrcement. Under the terme of the agreoment Austris was -
oblignted to make dollar payments to Czechoslovakia and Poland totaling
$10 miilion, while tho 38 million debt owed by the three other satellites
remained 'mdisolved. ' ‘
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Tha intentional relation between these spparently independent trade
agreements boocmes ovident from the faot that goods of Hmperisn origin
oontributed to the development of Polishe(zechoslovek surplus %
Austria, It is furtber interesting to note that a simultorecusly dove.
Austrian dollar deficit of $10 milli ths Buropesn Payments Uniom was
covered by a United States deposit. .

3. An essential part of Soviet Hlos operations is ite plennad meneuvres
to gain strstegic profit from %7 perennisl Western dollar shortage. The
folloving is a case im polnt. O/ -

In 1949 ths Czechs offered to supply Hozway with suger at pertie
cularly advantageous prices, The conditions for the develomment of this
sourve of supply were Horwelglem deliveries of strategle goods, such as
ferro~alloys, silicon certide, iron ore, plg lron, end pyrites, as well

~as fats end oila. Horway jJustified tbis errsngement to thke West Iy cone
tonding thet trade with the Soviet Hloc was nscessary in crder to avold
dollar merkets and conserve dollar exchsngw. Altbough the trade agree-
ment schedules spesifically tied the receipt of sugar to thé expart of
the strategic iteme 1isted above, Horweglen apolesmen minimised the strate-
glo mature of the trade amd contented that half the sugar was financed by
oxports of fate and oils, Our obssrvers believed that the fats ad oils
oould have teen marketed in the West at the time, tut the Norweiglans
asperted thet "the redustion of Horwsy?s trade defio:l.t in Wostern Europe
through sush exports wcs not at the present junotwe tantsmount to re-
duotion of Weetern Zurcpecn dollar or gold olaims on Norwey, sinea Norway
does not anticipste drawing upon its EPU oredit to the point whore dollar
or gold peyments In sny substantial quentity will be requisite.” Thus
trade with the Soviet Hloe — even although it involved not only dollar
goods Mt highly strategic items —~ was considered prefaratle to direct
dollar exp nditures in the West, The stretegic advantsges accruing to

- the Soviet BEloo from this typs of policy is obvious. ,

However, this was only pert of ths deal, In Septembar 1950, the -
Norweigians had claimed they were not in & position to expend $3 milliom
in forsimm exnhange to purchase sugar in the West, Actually the nst dollar
expenditure would have beets less if natted egainst dollar recelpts for
strategic goods shippad Bast. Ironicslly only siX months later they turned
over §5 million to the USSR in ssttlement for imbalances under ths twrade
agreement, Thus not only did the USSR manage to get the strategls goods
it desired but alsc $5 m:lllion in dollar settlemeat of trade agresment
belances.

- 4o 8t111 a further exzmple of Soviet Hloc financisnl msneuw®s te

eztraut foreisn exchange is proﬁdod by a Warepaw despatch whiech i sported
thats
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In negotinticno betwecn tho Swlgs and Poles concluded on
December 15, 1947 ths Poles £latly refursed to honexr ohliga-
tions inocurred about six menths previouely wherely certain
trade belancoe would be allowod to accurulate as credits
against the mamufacture of Swics machinery to be delivered
mder long-torm contractes. Instead, the Poles were reported
to have stated (frankly) that they must keep the clearing
betwean the two cowntriss as liquid es possible. Much to the
chagrin of the Swisa, ths agreement could only be concluded
ty Srisa concescions to pey the Poles for a certain percent
of Paligh exports in the form of free foreign exchange instead
of pogging such peyments aga:!.nst future deliverlea of Swise
producte. The not result of tho asreancnt is that Switzerw
land extends orodit to Paland and the latter is in a posi-
tion to terminate the @mwﬁ et any moment without pere
ceptible finoneinl demage. ’ .

3. In another maneuver to extract dollars flyom the Weet, the Bungarian
Govormment set up a "gift parcel? sorvice, The firm called JKKA handles
glft parcels and "certificatod® and the arrangement is such that the donore
pay in dollars or other bard currencies at excrbitent prices and the
parcels are paoked in Bmgery ueing domostic products wherever poassible,
IXEA salee in the U.S. alone were estimated at about $1.5 million in 1951,
The poesibility ol evoking scwe typs of anii-srindling legislation against
IXKA 1g under considerstion in the U.S. J2{ The Csech Government is elso -
attenq:uﬁjto obtalr dollar exchange by mezns of the gift paokage pro-
oedure. L2/ ‘

6. Another type of finsncisl pressure was reportedly utilised in Paris.
Soviet representatives are said to hove approached about 300 small Japeness
trading flms vhich vere in finanolal difficulties with offaers of %ea
oredit in exchenge forr “milent participating intercet” in the firme,

- MAT i
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Considerable assistance was nrovided by the fol=
lowing officers in reviewing and commenting upon the
subst-nce and the rresentation of this peper: Joha
Mellor (EDS), Gordon Donald (DRS), Ernst Maae (:DS),

- Douglan Coster (=NS).s The material was drawn from

nany documonts dbut two series of naners were particu=
larly helpful in the development and framing of the
basie eoneants and Inter~retations: draft position
naper on Coordinated Dargaining prepared by Tom Rogers,
German Teonomic Aff~irs, November 1950, and reports on
Bagteilent trude and economic rclations with the Soviet

‘Rloe nrewared by George I'e Winters, Jr., Tconomie

Attache, Imbassy Moscow, 1948=1050. Another former

Economic Attache to Embassy Moscow (1950-1952), Carroll
" Woods, also reviewed the draft naper and offered &

numbey of hel_ﬂm fugzoations,
The aslmowl edgment of the assistance of the above

officeras in no way imnlies their concurrince 4ia the
report 28 a whole.
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